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SUMMARY 

To  carry  out  the  agricultural  provisions  of  the  Rome  Treaty  of  1957,  the 
Council  of  Ministers  of  the  European  Economic  Community  (EEC)  established  the 
European  Agricultural  Guidance  and  Guarantee  Fund,  which  began  financial  op- 
erations with  the  1962/63  marketing  year.   The  Fund  was  intended  to  be  the 
financial  arm  of  the  Common  Agricultural  Policy  (CAP). 

The  Fund  consists  of  a  Guarantee  Section  and  a  Guidance  Section.   Guaran- 
tee Section  expenditures  represent  three-fourths  of  total  Fund  expenditures 
and  are  used  to  reimburse   Member  States  of  the  EEC  for  export  subsidies  and 
internal  market  intervention.   The  remaining  one-fourth  of  Fund  expenditures 
are  channeled  through  the  Guidance  Section  to  promote  structural  improvements 
in  EEC  agriculture.   Fund  revenues  consist  of  contributions  from  Member  States 
based  partly  upon  a  budgetary  scale  contained  in  the  Rome  Treaty  and  partly 
upon  each  Member  State's  net  imports  of  agricultural  commodities  from  third 
countries . 

Since  its  inception  in  1962,  the  Fund  has  rapidly  increased  its  expendi- 
tures in  support  of  the  CAP.   This  has  been  brought  about  by  two  factors. 
First,  agricultural  commodities  become  eligible  for  Fund  support  only  after 
they  have  been  brought  under  CAP  market  organization  schemes  approved  by  the 
Council  of  Ministers.   Since  1962,  commodities  representing  approximately 
85  percent  of  total  EEC  agricultural  production  have  been  brought  under  market 
organization  schemes.   These  commodities  are  eligible  for  Fund  financing, 
whether  for  export  subsidies  or  internal  market  intervention.   Second,  the  Fund 
has  assumed  financial  responsibility  annually  since  the  1962/63  marketing  year 
for  an  additional  one-sixth  of  eligible  expenditures  of  the  Member  States. 
For  the  1964/65  marketing  year,  the  Fund  will  reimburse  Member  States  for  one- 
half  of  their  eligible  expenditures  for  market-organized  commodities. 

On  April  1,  1965,  the  EEC  Commission  presented  to  the  Council  its  propo- 
sals for  financial  regulations  to  govern  the  Fund  in  the  transitional  period 
from  July  1,  1965,  to  July  1,  1967,  and  in  the  final  stage  after  July  1,  1967. 
Council  negotiations  on  these  proposals  ended  in  a  deadlock  on  June  30,  1965. 
Throughout  the  latter  half  of  1965,  final  decisions  were  prevented  by  the  ab- 
sence of  France  from  the  Council.   The  Commission  modified  its  original  propo- 
sals and  presented  them  to  the  Council  on  July  22,  1965.   The  resolution  of 
the  crisis  on  January  29,  1966,  and  the  resulting  return  of  France  to  the  Coun- 
cil brought  resumption  of  negotiations  on  the  modified  proposals. 

One  of  the  most  difficult  problems  which  has  plagued  the  Fund  and  hampered 
agreement  on  the  new  financial  regulations  is  the  large  disparity  which  exists 
between  some  Member  States'  assessed  contributions  to  the  Fund  and  receipts 
from  the  Fund.   This  has  been  of  special  interest  to  Germany  and  Italy,  which 
are  large  net  contributors  to  the  Fund? because  of  their  relatively  large  im- 
ports of  agricultural  commodities.   Several  measures  have  been  taken  to  reduce 
this  imbalance,  especially  in  the  case  of  Italy.   Percentage  limitations  on 
the  contributions  which  may  be  assessed  from  any  one  Member  State  have  proven 
to  be  the  most  effective  measure  in  this  regard. 
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The  imbalance  clearly  poses  a  dilemma  for  the  further  development  of  the 
Fund.   On  the  one  hand,  national  interests  of  the  Member  States  call  for  a 
balance  between  their  contributions  to  and  receipts  from  the  Fund.   On  the  oth- 
er hand,  the  general  interest  of  the  EEC  requires  disbursement  of  these  funds 
according  to  the  rules  of  the  CAP  and  the  Fund,  without  regard  for  the  balance 
between  Member  States.   Current  efforts  aimed  at  achieving  a  more  balanced 
flow  of  Fund  expenditures  indicate  that  national  interests  still  predominate 
within  the  EEC. 

The  analysis  of  Fund  financing  of  German  agricultural  policy  which  appears 
in  the  Appendix  is  an  example  illustrating  the  operation  of  the  Fund  in  one 
country.   The  analysis  reveals  that  in  this  case  the  Fund's  role  is  relatively 
insignificant.   In  the  first  two  years  of  its  operation,  the  Fund  contributed 
less  than  1  percent  of  the  total   German  Government  expenditures  on  agricultu- 
ral support  measures.   In  the  future,  it  is  extremely  unlikely  that  the  Fund 
will  contribute  even  20  percent  of  total  expenditures  for  German  agriculture. 
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THE  EUROPEAN  AGRICULTURAL  GUIDANCE  AND  GUARANTEE  FUND 


by  Byron  L.  Berntson,  Economic  Assistant 
International  Monetary  and  Trade  Research  Branch 
Foreign  Development  and  Trade  Division,  Economic  Research  Service 


INTRODUCTION 


The  Common  Market  shall  extend  to  agriculture  and  trade  in 
agricultural  products... 

The  functioning  and  development  of  the  Common  Market  in 
respect  to  agricultural  products  shall  be  accompanied  by 
the  establishment  of  a  common  agricultural  policy  among 
the  Member  States... 

The  common  agricultural  policy  shall  have  as  its  objec- 
tives : 

(a)  to  increase  agricultural  productivity... 

(b)  to  ensure  thereby  a  fair  standard  of  living  for  the 
agricultural  population... 

(c)  to  stabilize  markets, 

(d)  to  guarantee  regular  supplies,  and 

(e)  to  ensure  reasonable  prices  in  supplies  to  consumers... 

With  a  view  to  achieving  the  objectives  set  out  [above],  a 
common  organization  of  agricultural  markets  shall  be  ef- 
fected. .  . 

In  order  to  enable  the  common  organization  referred  to 
fabove]  to  achieve  its  objectives,  one  or  more  agricultur- 
al orientation  and  guarantee  funds  may  be  established. 

These  excerpts  from  Articles  38,  39,  and  40  of  the  Rome  Treaty,  which 
established  the  European  Economic  Community  (EEC)  1/    in  1958,  provide  in  sum- 
mary form  the  underlying  rationale  behind  the  decision  to  establish  the  Euro- 
pean Agricultural  Guidance  and  Guarantee  Fund  in  1962.   The  founders  of  the 
EEC  envisioned  a  Europe  of  the  future  which  would  be  united  not  only  economi- 


1/  The  Member  States  of  the  EEC  are  Belgium,  France,  Germany,  Italy,  Luxem- 
bourg, and  the  Netherlands. 
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cally  but  politically.  2/  With  this  vision  of  total  unification  before  them, 
the  founders  sought  the  inclusion  of  the  economically  and  politically  sensitive 
area  of  agriculture  within  the  EEC  framework.  3/   The  Rome  Treaty,  therefore, 
required  the  six  Member  States  to  negotiate  a  common  agricultural  policy  to 
carry  out  the  objectives  which  are  explicitly  but  broadly  defined  in  the  Treaty. 
The  means  to  accomplish  these  objectives  was  a  common  organization  of  agricul- 
tural markets,  supported  financially  by  an  agricultural  guidance  and  guarantee 
fund  or  funds. 

The  first  legally  binding  step  toward  carrying  out  the  mandate  of  the 
Treaty  of  Rome  in  the  agricultural  sector  was  taken  by  the  Council  of  Minis- 
ters 4/in  January  1962  when  it  adopted  the  first  series  of  regulations  to  fall 
under  the  heading  of  the  Common  Agricultural  Policy  (CAP).   These  regulations 
dealt  with  a  variety  of  subjects  ranging  from  market  organization  schemes  for 
grains,  pigmeat ,  wine,  eggs  and  poultry,  and  fruits  and  vegetables,  to  rules 
of  competition  applicable  to  agricultural  production  and  trade,  and  the  estab- 
lishment of  the  European  Agricultural  Guidance  and  Guarantee  Fund  (EAGGF).  5/ 
Since  then,  certain  parts  of  the  CAP  have  approached  completion,  such  as  the 
policy  regarding  cereals,  which  passed  from  the  market  organization  scheme  of 
January  1962  through  various  supplementary  regulations  to  the  December  1964 
decision  to  harmonize  prices  of  cereals  on  July  1,  1967.   Other  commodity 
groupings  are  in  various  stages  of  common-policy  development.   Some,  such  as 
dairy  products,  await  common-price  decisions;   others,  such  as  tobacco,  still 
await  the  first  step  of  market  organization  schemes. 

In  line  with  the  Rome  Treaty  requirement  that  the  common  organization  of 
agricultural  markets  be  supported  financially  by  an  agricultural  guidance  and 
guarantee  fund  or  funds ,  the  Council  of  Ministers  established  a  fund  in  Regu- 
lation No.  25  of  January  1962.   This  relatively  simple  regulation,  consisting 
of  eight  short  articles,  provided  only  the  framework  of  the  EAGGF,  leaving 
substantive  regulations  to  future  Council  decisions.   However,  even  the  supple- 
mentary regulations  adopted  in  December  1963  were  only  the  minimum  required 
to  keep  the  Fund  in  operation  for  the  first  3  years  of  the  transition  period, 
which  was  to  end  with  the  completion  of  the  CAP  and  the  total  financing  of  the 


2_/  Kitzinger,  U.W.  ,  The  Politics  and  Economics  of  European  Integration, 
Frederick  A.  Praeger ,  pub.,  New  York,  1963,  p.  18;  and  Shanks,  Michael  and  Lam- 
bert, John,  The  Common  Market  Today  and  Tomorrow,  Frederick  A.  Praeger,  1962, 
p.  165. 

3/  In  so  doing,  the  founders  included  an  economic  activity  which  contri- 
buted approximately  9.4  percent  of  the  1962  EEC  Gross  National  Product  and 
which  employed  a  percentage  of  the  labor  force  ranging  in  1962  from  6.7  percent 
in  Belgium  to  13.5  percent  in  Germany,  20.7  percent  in  France,  and  28  percent 
in  Italy,  the  last  three  being  the  most  economically  powerful  Member  States  of 
the  EEC.   Of  much  greater  importance  is  the  political  power  which  agricultural 
interests  wield  in  the  EEC  Member  States. 

4/  The  Council  of  Ministers  is  the  legislative  organ  of  the  EEC  and  consists 
of  one  Government  representative  from  each  of  the  Member  States.   The  Council 
is  intended  primarily  to  represent  the  national  interests  of  the  Member  States 
in  the  EEC  decision-making  process. 

5/  Hereafter  referred  to  as  the  EAGGF,  or  as  the  Fund.   In  some  sources  the 
Fund  is  referred  to  by  its  French  initials,  FEOGA. 
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market  organization  schemes  by  the  Fund.   Negotiations  for  completing  the 
EAGGF  were  begun  in  June  1965  on  proposals  put  forward  by  the  EEC  Commission  6/ 
in  the  spring;  but  these  negotiations  were  suddenly  halted  when  the  French 
delegation  in  the  Council  of  Ministers  withdrew  to  Paris. 

Therefore,  the  EAGGF,  which  lies  at  the  heart  of  the  CAP   in  that  it  pro- 
vides for  the  financing  of  all  common  policy  measures,  is  not  one  of  the  com- 
pleted portions  of  the  CAP.   This  lack  of  completion  hampers  an  analysis; 
however,  the  EAGGF  has  been  sufficiently  developed  to  indicate  the  direction 
it  will  take  if  it  is  indeed  completed.  ]_/ 

This  analysis  begins  with  a  discussion  of  the  development  of  the  Fund 
from  inception  through  March  1966.   The  Fund  will  progressively  broaden  in 
terms  of  areas  of  responsibility  over  the  years,  which  indicates  that  its 
development  must  be  viewed  from  an  historical  perspective.   The  second  section 
of  the  analysis  examines  the  structure  of  the  Fund,  dealing  especially  with 
the  locus  of  decision-making  competence  among  the  various  organs  involved  in 
administering  the  Fund.   The  third  section  discusses  the  operations  of  the  Fund 
as  carried  out  under  the  Guarantee  and  Guidance  Sections.   The  financial  im- 
balance between  Member  States  '  contributions  and  receipts  in  the  Fund  is  also 
examined.   The  fourth  section  deals  with  the  crisis  which  developed  in  the  EEC 
in  1965.   The  role  of  the  Fund  in  German  agricultural  policy  is  discussed  in 
the  Appendix. 


DEVELOPMENT  OF  THE  EAGGF 

On  January  14,  1962,  the  Council  of  Ministers  of  the  EEC  gave  formal  ap- 
proval to  Regulation  No.  25.  8/  This  regulation  provided  the  framework  upon 
which  the  Fund  was  to  be  constructed  by  means  of  supplementary  regulations. 
But  the  purpose  of  the  Fund  was  clear:  by  the  time  the  single  market  stage  was 
reached--when  price  systems  would  be  standardized  and  agricultural  policy  would 
be  on  a  .Community  (EEC)  basis--the  Fund  was  to  provide  financing  for  refunds 
on  exports  to  third  countries,  for  measures  taken  to  regulate  markets,  and  for 
any  joint  actions  taken  within  the  Community  to  improve  the  structure  of  agri- 
cultural production  and  marketing.   Revenues  to  the  Fund  were  to  consist  of 
all  levies  charged  on  agricultural  imports  from  third  countries,  contributions 
from  the  Member  States  in  accordance  with  the  budgetary  key  contained  in  Arti- 
cle 200  of  the  Rome  Treaty,  and  any  other  revenues  decided  upon  subsequently, 
according  to  the  provisions  of  the  Rome  Treaty. 

6/   The  Commission  is  the  executive  organ  of  the  EEC  (see  Rome  Treaty, 
Article  157).   The  Commission  presents  legislative  proposals  to  the  Council  for 
its  decision  and  administers  past  Council  decisions. 

7/  For  excellent   brief  discussions  of  the  development  and  operation  of  the 
Fund  through  April  1965,  see  two  articles  by  Reed  E.  Friend,  Foreign  Agricul- 
ture, Nov.  16,  1964,  pp.  3-4;  and  June  14,  1965,  pp.  3-4. 

8/  For  the  text  of  Regulation  No.  25,  see  Journal  Officiel  des  Communautes 
Europeennes ,  No.  30,  Apr.  20,  1962,  p.  991;  or  the  English  translation  in  EEC 
Commission's  Regulations  and  Decisions  in  the  Field  of  Agriculture  Adopted  by 
the  Council  on  14  Jan.  1962,  Brussels,  1962,  p.  65. 
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During  a  transition  period,  the  Fund  was  gradually  to  assume  the  financial 
burdens  assigned  to  it  under  Regulation  No.  25.   As  market  organization  schemes 
were  established  by  the  Council  for  the  several  commodity  groupings,  the  re- 
lated commodities  were  to  become  eligible  for  financial  support  from  the  Fund. 
Starting  with  one-sixth  of  total  national  eligible  expenditures  in  the  1962/63 
marketing  year,  this  proportion  was  to  increase  to  one-half  in  the  1964/65  mar- 
keting year.   The  expenditures  eligible  for  Fund  support  were  to  be  of  four 
types:   (1)  refunds  on  export  subsidies  to  third  countries,  calculated  on  the 
net  amount  of  exports  and  the  rate  of   refund  in  the  Member  State  whose  average 
refund  was  the  lowest;  (2)  market  intervention,  the  purpose  and  effect  of  which 
was  the  same  as  the  export  refund,  that  is  to  remove  production  for  human  con- 
sumption from  the  domestic  market,  as  by  denaturation ;  (3)  any  other  market  in- 
tervention carried  out  according  to  the  Community  rules;  and  (4)  structural 
measures  undertaken  to  improve  agricultural  productivity.   These  provisions 
were  by  no  means  definitive;  they  left  great  areas  open  to  question.   For  exam- 
ple, the  provision  referring  to  export  refunds  did  not  define  "net  amount  of  ex- 
ports." This  could  mean  the  netting  out  of  all  agricultural  exports  and  im- 
ports, net  exports  within  one  of  the  commodity  groupings,  or  net  exports  of  one 
specific  commodity  within  a  grouping.   However,  Regulation  No.  25  was  explicit 
in  stating  that  the  expenditures  for  structural  improvements-- (4)  above  —  sup- 
ported by  the  Fund  should  not  exceed  one-third  of  the  amount  spent  in  the  first 
three  categories  during  the  transition  period. 

The  Regulation  No.  25  article  dealing  with  the  sources  of  the  Fund's  reve- 
nues gave  rise  to  even  greater  problems.   The  revenues  required  by  the  Fund  were 
to  be  determined  by  the  amount  needed  to  meet  its  obligations  as  outlined  in  the 
regulations.   During  the  transition  period,  required  revenues  could  not  be  deter- 
mined nor  could  assessments  be  made  on  the  Member  States  until  there  was  a  com- 
plete accounting  of  national  expenditures  after  the  end  of  each  marketing  year. 
Not  until  then  could  expenditures  eligible  for  Fund  support  be  assessed,  and 
required  revenues  of  the  Fund  determined  on  the  basis  of  these  expenditures. 
The  article  on  the  Fund's  revenues  called  for  100  percent  of  the  revenues  in 
1962/63   to  consist  of  Member  State  contributions  according  to  the  budgetary 
key  of  Article  200  of  the  Rome  Treaty. 

The  scale  of  Article  200  is  as  follows: 

Percent 

France 28.0 

Germany 28.0 

Italy . 28.0 

Belgium 7.9 

Netherlands 7.9 

Luxembourg 0.2 

In  the  1963/64  marketing  year,  contributions  according  to  this  scale  were 
to  be  reduced  to  90  percent  of  the  total,  the  remaining  10  percent  to  be  cal- 
culated in  proportion  to  the  net  imports  of  each  of  the  Member  States  from 
third  countries.   In  the  third  year,  1964/65,  there  was  to  be  another  10  per- 
cent adjustment  away  from  the  budgetary  key  of  Article  200.   The  failure  to 
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explicitly  define  "net  imports"  was  even  more  significant  than  the  failure  to 
explicitly  define  "net  exports."  It  was  obvious  to  those  Member  States  with 
especially  large  agricultural  imports  that  the  trend  was  toward  making  them 
pay  for  the  Community's  agricultural  programs.   This  would  be  maintained  until 
the  end  of  the  transition  period,  when  the  free  movement  of  agricultural  com- 
modities within  the  Community  and  the  automatic  transfer  of  all  agricultural 
levies  to  the  Community  would  end  the  significance  attached  to  the  European 
port-of -entry  of  agricultural  imports  as  a  source  of  revenue  for  the  Govern- 
ments of  the  Member  States. 

The  final  article  of  Regulation  No.  25  provided  that  the  markets  in  cereals, 
pigmeat ,  eggs,  and  poultry  would  be  eligible  for  Fund  support  as  of  July  1,  1962, 
and  the  market  in  dairy  produce  from  November  1,  1962.   (The  dates  were  changed 
to  July  30,  1962,  and  July  1,  1964,  respectively,  by  subsequent  decisions.) 
The  Council  was  to  determine  the  dates  when  other  products  would  become  eligible 
for  Fund  support. 

Thus ,  some  of  the  most  difficult  problems  of  the  Fund  remained  to  be  dealt 
with  after  approval  of  Regulation  No.  25.   First,  this  regulation  did  not  pro- 
vide for  any  special  committees  or  organs  to  govern  the  Fund,  apart  from  the 
usual  procedure  of  Commission  proposals  to  be  voted  upon  by  the  Council.   The 
Fund,  with  its  complex  program  covering  such  a  broad  range  of  agricultural 
issues,  certainly  needed  at  least  one  special  committee  to  remove  the  burden 
of  total  responsibility  from  the  shoulders  of  the  Commission  and  Council.   Sec- 
ond, before  the  actual  operation  of  the  Fund  could  begin,  it  was  necessary  to 
define  precisely  the  meaning  of  "net  exports"  and  "net  imports."   This  was  of 
vital  importance  in  determining  both  the  expenditures  and  the  revenues  of  the 
Fund.   Third,  the  very  difficult  problem  of  the  developments  in  the  Fund  in 
the  post-1965  period  remained  unsolved. 

The  Member  States,  especially  Germany  and  Italy,  were  hesitant  to  commit 
themselves  in  1962  to  the  final  form  of  the  Fund  which  would  emerge  at  the  end 
of  the  transition  period.   There  was  no  experience  with  Fund  operations  upon 
which  to  base  decisions  about  its  future;  and  this  was  of  special  importance 
to  a  Member  State  such  as  Germany,  since  the  developing  Fund  appeared  to  require 
ever  greater  financial  contributions  from  those  countries  relying  heavily  upon 
agricultural  imports.   Conversely,  France  and  the  Commission  were  anxious  to 
see  commitments  made  for  the  single  market  stage  of  the  Fund,  the  former  be- 
cause of  the  overwhelming  financial  benefits  it  stood  to  gain  from  the  Fund, 
and  the  latter  because  of  the  desire  to  see  the  most  rapid  development  possible 
in  the  CAP  and  its  financial  arm,  the  Fund. 

The  first  action  of  the  Council  after  the  approval  of  Regulation  No.  25 
was  a  decision  intended  to  assuage  German  and  Italian  fears.   The  Council  de- 
cision of  May  4,  1962,  set  limits  for  the  total  contribution  which  could  be 
required  from  each  of  the  Member  States--def ined  as  a  percentage  of  the  total 
Fund  receipts--for  the  first  3  years  of  the  operation  of  the  Fund.   These  per- 
centages are  as  follows;  £/ 


9/  EEC  Council  Document,  R/186/62,  Brussels,  May  4,  1962 
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Percent 

31 

0 

28 

0 

28 

0 

13 

0 

10 

5 

Germany 

France 

Italy 

Netherlands 

BLEU* 

*Belgium-Luxembourg  Economic  Union 

Although  not  explicitly  stated  in  this  decision,  it  was  assumed  that  if  a  Mem- 
ber State's  calculated  contribution  exceeded  its  percentage  limitation,  the 
excess  would  be  prorated  among  the  other  Member  States  on  the  basis  of  their 
net  imports  of  agricultural  products. 

More  significant  moves  toward  filling  out  the  framework  of  the  Fund  were 
made  by  the  Commission  in  March  1963,  when  it  presented  3  draft  regulations 
to  the  Council. 10/  The  first  of  these  regulations  defined  the  conditions  for 
the  subsidies  falling  within  the  guarantee  function  of  the  Fund.   As  noted 
above,  subsidies  on  exports  to  third  countries  and  sums. spent  on  internal  mar- 
ket intervention  were  to  be  financed  by  the  Fund.   The  latter  sums  could  include 
intervention  with  the  same  purpose  and  effect  as  export  refunds,  that  is  to 
remove  domestic  production  from  the  possibility  of  human  consumption.   Also  in- 
cluded is  intervention  resulting  in  losses  sustained  in  carrying  over  commodity 
inventories  from  one  marketing  year  to  the  next  when  adjustments  of  EEC  prices 
decrease  the  nominal  value  of  the  inventories.   In  this  draft  regulation, 
the  Commission  also  included  a  definition  of  the  export  subsidies  which  were  to 
be  financed  by  the  Fund.   These  subsidies  were  to  be  paid  on  the  net  amount 
exported  of  each  of  the  basic  categories  of  products,  and  at  a  rate  equal  to 
that  paid  by  the  Member  State  with  the  lowest  average  subsidy  for  each  product. 

A  second  draft  regulation  dealt  with  the  establishment  of  a  separate  Euro- 
pean Fund  for  Structural  Improvements  in  Agriculture.   The  third  draft  regula- 
tion established  budgetary  procedures  for  the  two  funds;  i.e. ,  the  EAGGF  and 
the  European  Fund  for  Structural  Improvements  in  Agriculture.   It  stipulated 
that  three-fourths  of  the  EAGGF  would  be  used  to  finance  export  subsidies  and 
internal  market  intervention  with  one-fourth  to  be  used  for  structural  improve- 
ments.  From  this  latter  one-fourth,  one-fourth  would,  in  turn,  be  granted  to 
the  European  Fund  for  Structural  Improvements  in  Agriculture.   Thus,  the  latter 
fund  would  receive  only  one-sixteenth  of  the  EAGGF 's  revenues  and  would  proba- 
bly require  additional  appropriations  from  the  EEC  budget.   The  creation  of  two 
funds  by  these  draft  regulations  of  March  1963  introduced  a  further  element  of 
confusion,  since  monies  for  structural  improvements  would  be  coming  from  two 
different  sources.   This  would  hamper  the  establishment  of  a  common  agricultural 
structure  policy  for  the  entire  EEC. 

When  these  draft  regulations  were  submitted  to  the  Council  of  Ministers 
for  debate  and  approval,  and  to  the  European  Parliament  for  its  critical  com- 
ments, the  reaction  of  these  two  organs  was  that  the  establishment  of  two  funds 
was  not  consistent  with  Regulation  No.  25.   The  text  of  that  regulation,  it  was 


10/  EEC  Commission  Proposals,  VI/COM(63),  19  final,  Feb.  27,  1963;  34  final, 
Feb.  27,  1963;  and  36  final,  Feb.  28,  1963. 
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contended,  prescribed  that  only  one  fund  was  to  be  established.   This  fund  was 
to  be  functionally  divided  into  the  guarantee  and  guidance  areas.   The  Commis- 
sion therefore  withdrew  its  three  draft  regulations  and  in  September  1963  pro- 
posed instead  the  creation  of  a  single  fund.   It  modified  the  other  two  draft 
regulations  in  line  with  this  decision;  and  in  December  1963  the  Council  de- 
bated and  approved  the  regulations  applicable  to  the  Fund  in  one  of  its  now- 
famous  marathon  sessions .11/ 

The  two  problems  —  committees  to  govern  the  Fund  and  a  definition  of  "net 
imports"  for  the  purpose  of  calculating  each  Member  State's  contribution  to  the 
Fund--were  solved  by  the  Council  in  its  December  1963  marathon.   This  still 
left  the  Fund  with  a  rather  uncertain  future,  however,  because  of  the  failure 
to  adopt  financial  regulations  for  the  post-1965  period.   The  March  1963  draft 
regulations  submitted  by  the  Commission  included  a  proposal  for  a  Fund  Commit- 
tee composed  of  Member  State  representatives.   The  Committee  was  allowed  con- 
sultative status  only  in  the  decision-making  process  for  the  Fund.   This  was 
changed  by  the  Council  in  December  1963,  however,  when  the  Fund  Committee  was 
given  a  relatively  more  important  role  in  the  decision-making  process.   The 
Permanent  Committee  on  Agricultural  Structures,  established  in  December  1962, 
was  given  major  responsibility  for  decisions  in  the  Guidance  Section.   Since 
these  two  committees  consisted  of  Member  State  representatives,  their  estab- 
lishment assured  that  vital  national  interests  would  not  be  ignored  in  the 
daily  management  decisions  made  in  governing  the  Fund. 

The  problem  of  defining  the  term  "net  imports"  was  overlaid  with  political 
implications.   The  makeup  of  agricultural  imports  varied  among  the  Member  States; 
and  the  selection  of  one  exact  definition  was  certain  to  favor  one  or  more  Mem- 
ber States  at  the  expense  of  the  others.   On   one  side,  the  Dutch  hoped  for  a 
full  netting-out  of  all  market-organized  products,  since  their  exports  in  one 
sector  —  dairy  products  —  tended  to  offset  their  imports  in  the  cereals  sector; 
therefore,  the  Dutch  would  not  be  called  upon  to  make  a  contribution  based  on 
the  "net  import"  provision  of  the  financial  regulations.   The  French  were  in  a 
similar  position,  since  their  cereals  exports  offset  their  imports  in  other 
sectors.   On  the  other  side,  the  Germans  and  the  Italians  were  advocating  a 
netting-out,  in  quantitative  rather  than  value  terms,  of  each  individual  agri- 
cultural commodity,  so  that  the  Dutch  and  the  French  could  not  avoid  payments 
based  on  net  imports.   The  compromise  finally  reached  in  the  December  1963 
meeting  of  the  Council  called  for  a  netting-out,  in  value  terms,  of  agricultur- 
al imports  grouped  according  to  the  market  organization  schemes.   However, 
since  this  decision  still  favored  the  Dutch  over  the  other  Member  States,  the 
compromise  was  further  balanced  by  the  Council's  decision  to  postpone  the  fi- 
nancial applicability  of  the  Fund  to  the  dairy  products  sector  from  November  1, 
1962,  to  July  1,  1964.   As  consolation  for  this  unfavorable  decision  the  Dutch 
received  an  affirmation  of  willingness  by  the  Council  to  consider  reenforcing 
the  budgetary  powers  of  the  European  Parliament,  to  which  the  Dutch  had  been 
dedicated  for  several  years. 

From  the  beginning  of  1964  the  Fund  framework  was  sufficiently  filled  out 
through  decisions  by  the  Council  of  Ministers  to  allow  normal  operation  for 
at  least  a  year  and  a  half.   The  Fund's  role  in  agricultural  financing  con- 
tinued to  grow.   The  regulations  establishing  each  market  organization  in- 
cluded the  exact  conditions  which  must  be  met  by  Member  States  in  order  to 

11/  For  texts  of  the  regulations,  see  Journal  Of f iciel ,  No.  34,  Feb.  27,  1964, 
pp.  586  and  599. 
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receive  financing  from  the  Fund  and  the  date  from  which  financing  would  be  made 
available  to  the  appropriate  commodity  grouping.   Since  its  inception  on  July  30, 
1962,  the  Fund  has  annually  assumed  an  additional  one-sixth  of  the  total  Member 
State  expenditures  falling  within  the  framework  of  the  CAP.   CAP  expenditures 
have  risen  dramatically  since  1962  as  market  organizations  have  been  established. 
The  growing  importance  of  the  Fund  is  reflected  in  the  growth  of  its  Guarantee 
Section  expenditures  from  $28.7  million  in  the  1962/63  marketing  year  to  an 
estimated  $54.9  million  in  1963/64  and  $167  million  in  1964/65. 

The  next  milestone  in  the  history  of  the  Fund  was  the  EEC  Commission's 
proposals  of  April  1,  1965.   When  the  Council  of  Ministers  decided  December  15, 
1964,  that  all  expenditures  in  the  grains,  pigmeat ,  and  eggs  and  poultry  sec- 
tors were  to  be  financed  by  the  Fund  as  of  July  1,  1967,  the  Council  recognized 
that  the  most  pressing  matter  was  to  find  proper  methods  for  financing  the  Fund 
in  the  period  commencing  July  1,  1965.   This  period  would  end  with  the  comple- 
tion of  the  CAP,  and  all  CAP  expenditures  would  then  be  eligible  for  Fund  fi- 
nancing.  The  Council  requested  the  Commission  to  present  such  proposals  by 
April  1,  1965.   When  the  Commission  presented  the  proposals,  Council  delibera- 
tions began;  however,  they  came  to  an  abrupt  halt  June  30,  1965.   The  ensuing 
crisis,  marked  by  a  French  boycott  of  EEC  institutions,  prevented  further  nego- 
tiations through  the  remainder  of  1965,  even  though  the  Commission  modified  its 
original  proposals  in  July  of  that  year.   This  modification  was  intended  to 
make  the  proposals  more  consistent  with  Member  State  positions  as  presented  at 
the  June  negotiations. 

The  Council  of  Ministers  met  without  France  in  October  1965  to  consider 
a  set  of  guidelines  for  financing  the  Fund  upon  which  full  Council  negotiations 
could  be  resumed.   The  guidelines,  as  finally  approved,  suggested  only  a  few 
revisions  in  the  Commission  memorandum  of  July  1965.   But  they  did  provide  a 
basis  for  the  resumption  of  negotiations.   The  political  crisis  was  largely  re- 
solved by  the  Council  of  Ministers  at  their  meeting  in  Luxembourg  in  January 
1966.   However,  the  backlog  of  long-due  decisions  in  the  CAP,  including  those 
regarding  the  Fund  financial  regulations,  will  most  likely  not  be  completed  un- 
til the  summer  of  1966. 


DECISION-MAKING  BODIES  OF  THE  EAGGF 

By  Council  decision  of  December  1963,  the  Fund  was  divided  into  two  sec- 
tions—the Guarantee  Section  and  the  Guidance  Section—with  two  or  more  commit- 
tees established  to  contribute  to  the  decision-making  process.   Thus,  decision- 
making is  shared  in  varying  degrees  by  five  bodies—the  Commission,  the  Council 
of  Ministers,  the  Fund  Committee,  the  Permanent  Committee  on  Agricultural 
Structures  (Guidance  Section),  and  commodity  management  committees. 

Only  the  Commission  can  make  the  initial  proposals  to  the  Council;  these, 
in  turn,  require  the  Council's  unanimous  acceptance  or  rejection.   The  unanim- 
ity requirement  in  the  Council  was  replaced  formally  by  qualified-majority 
voting  when  the  EEC  entered  the  third  stage  of  the  transition  period  on  Janu- 
ary 1,  1966,  except  for  votes  on  a  selected  list  of  proposals  made  prior  to 
this  date.   Under  the  qualified-majority  requirement,  12  votes  were  necessary 
to  approve  a  Commission  proposal,  with  the  votes  weighted  as  follows:  France, 
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Germany,  and  Italy,  4  votes  each;  Belgium  and  the  Netherlands,  2  votes  each; 
and  Luxembourg,  1  vote.   However,  the  Council  of  Ministers  agreed  in  Luxem- 
bourg on  January  29,  1966,  that  when  "very  important  interests  of  one  or  more 
partners  are  at  stake,  the  members  of  the  Council  will  try  to  achieve  within 
a  reasonable  period  solutions  which  can  be  adopted  by  all  the  members  of  the 
Council..."  12/   Therefore,  although  the  Council  then  moved  to  qualified-ma- 
jority voting,  as  required  by  the  Treaty  of  Rome  (Article  148),  _13/  it  did 
this  with  reservations.   The  result  was  a  de  facto  retention  of  the  unanimity 
voting  requirement  for  decisions  in  which  any  Member  State  felt  its  "very 
important  interests"  were  involved.   Divergent  views  were  expressed  in  regard 
to  action  which  should  be  taken  if  it  should  be  impossible  to  achieve  a  unani- 
mous Council  vote. 

The  Fund  Committee  was  established  for  the  purpose  of  assuring  a  represen- 
tation of  Member  State  interests  in  those  decisions  regarding  financial  aspects 
of  both  sections  of  the  Fund.   The  Commission  in  its  original  proposal  wished 
to  give  this  Committee  a  consultative  role.   Member  State  opposition  forced  a 
change  in  the  proposal,  and  the  Committee  was  given  a  larger  role  in  Fund 
decision-making.   When  the  Commission  proposes  to  take  action  regarding  finan- 
cial aspects  of  the  Fund,  the  proposal  is  communicated  to  the  Fund  Committee 
for  its  opinion.   The  Commission  may  take  action  immediately,  regardless  of 
the  decision  reached  in  the  Committee  by  a  qualified-majority  vote.   However, 
if  the  opinion  expressed  in  a  Committee  decision  is  unfavorable  to  the  Commis- 
sion's action,  the  matter  comes  before  the  Council  of  Ministers.   If  the 
Council  does  not  reject  the  Commission's  action  within  one  month  by  a  quali- 
fied majority  vote,  the  action  stands  regardless  of  the  Committee's  opinion. 
However,  the  Fund  Committee  consists  of  Member  State  representatives  and  a 
nonvoting  Commission  representative,  and  its  qualified-majority  voting  scheme 
is  the  same  as  that  which  applies  in  the  Council.   It  is  therefore  unlikely 
that  the  Committee  would  give  an  opinion  on  a  Commission  proposal  which  would 
not  be  supported  in  the  Council.   What  the  Fund  Committee  does  assure  is  that 
Member  State  interests  are  represented  in  those  Fund  decisions  which  do  not 
normally  require  Council  approval. 

The  Permanent  Committee  on  Agricultural  Structures  has  the  responsibility 
for  project  selection  and  policy  coordination  in  the  Guidance  Section.   The 
voting  scheme  is  the  same  as  that  of  the  Fund  Committee  and  the  membership  is 
similar,  except  that  in  the  Permanent  Committee  on  Agricultural  Structures  the 
size  of  the  national  delegations  has  been  expanded  to  include  representatives 
of  the  Finance  and  Economic  Ministries  of  the  Member  States. 

A  separate  management  committee  is  established  for  each  commodity  group- 
ing when  it  comes  under  a  CAP  market  organization  scheme.   These  committees 
are  mentioned  here  because  their  role  in  the  decision-making  process  served 
as  a  model  for  the  Fund  Committee  and  the  Permanent  Committee  on  Agricultural 
Structures.   The  management  committees  are  also  important  since  their  deci- 
sions regarding  commodity  market  management  are  bound  to  influence  the  deci- 
sions made  within  the  Fund.   Again,  Member  State  interests  are  assured  of 
representation  in  commodity  decisions. 


12/   European  Community  (European  Community  Information  Service),  No.  89, 
Feb.  1966,  p.  1. 

13/  Treaty  Establishing  the  EEC,  Article  148,  p.  128. 
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OPERATIONS  OF  THE  EAGGF 

Guarantee  Section 

Of  the  total  expenditures  of  the  Fund  during  the  transition  period, 
three-fourths  come  under  the  Guarantee  Section  for  refunds  on  exports  to  third 
countries  and  for  internal  market  intervention.  14/   Since  the  prices  of  most 
commodities  produced  in  the  EEC  for  export  to  third  countries  are  above  the 
world  price  levels,  it  is  necessary  for  the  Member  States  to  subsidize  these 
exports.   If  exports  were  not  made  possible  through  these  subsidies,  the  sur- 
plus production  would  accumulate  on  the  EEC  market,  requiring  storage  or  other 
price-support  measures.   In  the  transitional  period  of  the  CAP,   refunds  on 
export  subsidies  are  calculated  annually  on  the  basis  of  net  exports  by  com- 
modity groupings  in  quantity  terms  and  on  the  basis  of  the  refund  rate  of  the 
Member  State  with  the  lowest  average  refund  for  that  marketing  year.   The 
"basic  products  method"  is  used  to  calculate  the  net  exports  of  derived  pro- 
ducts.  These  exports  are  expressed  as  basic  product  equivalents  by  applying 
the  conversion  factors  which  are  determined  by  the  market  organization  for 
each  product  group.   The  Fund  assumed  financial  responsibility  for  these  ex- 
port refunds  at  the  rate  of  an  additional  one-sixth  per  year  in  the  first  3 
years  of  its  operation  beginning  with  1962/1963.   In  the  final  stage  of  the 
CAP,  when  a  unified  price  structure  prevails  for  all  market-organized  products, 
the  Fund  will  assume  responsibility  for  all  export  refunds,  which  will  then  be 
calculated  on  the  basis  of  gross  exports  to  third  countries. 

The  other  type  of  financial  action  foreseen  for  the  Guarantee  Section  of 
the  Fund  is  the  support  of  internal  market  intervention.   Fund  regulations  de- 
fine this  as  any  action  to  withdraw  from  the  market  quantities  of  products 
which  the  market  cannot  absorb,  on  the  condition  that  such  action  is  under- 
taken to  find  an  alternative  outlet  for  these  products  on  the  home  market. 
The  regulations  also  allow  support  for  any  other  intervention  which  is  carried 
out  according  to  the  rules  determined  by  each  market  organization.   Thus,  for 
the  cereals  sector  two  types  of  internal  market  interventions  are  to  receive 
financial  support  from  the  Fund:  Denaturing  bonuses,  which  are  meant  to  cover 
losses  resulting  from  the  sale  of  cereals  at  a  price  below  the  target  price, 15/ 
provided  these  cereals  have  been  made  unfit  for  human  consumption;  and  cover- 
age of  losses  suffered  by  government  agencies  in  carrying  over  stocks  of  home- 
grown cereals  from  one  marketing  year  to  the  next. 

Expenditures  under  the  Guarantee  Section  increase  annually  not  only  as 
the  Fund  assumes  responsibility  for  an  additional  one-sixth  of  eligible  na- 
tional expenditures,  but  also  as  groups  of  commodities  are  brought  under 
market-organization  schemes.   As  commodity  groups  are  organized, 


14/  The  general  rules  regarding  eligible  expenditures  under  the  Guaran- 
tee Section  are  included  in  Regulation  No.  17,  Journal  Officiel,  No.  34,  Feb. 
27,  1964,  p.  586. 

15/   The  basic  target  price  for  cereals  is  a  conceptual  wholesale-market- 
ing price  established  for  the  marketing  center  of  the  EEC  with  the  largest 
cereals  deficit,  which  is  Duisburg,  Germany.   Target  prices  for  other  market- 
ing centers  are  derived  from  this  price. 

-10- 


the  date  they  become  eligible  for  financial  support  from  the  Fund  is  determined. 
The  first  markets  to  be  organized  were  those  for  cereals  (excluding  rice),  pig- 
meat,  and  eggs  and  poultry;  these  products  were  eligible  for  Fund  support  July 
30,  1962.  1_6/  The  rice,  dairy  produce,  and  beef  sectors  became  eligible  July 
1,  1964.   Those  sectors  not  yet  covered  by  the  Fund  include  sugar,  fats  and 
oils,  fruits  and  vegetables,  and  tobacco.   The  deadlines  agreed  upon  by  the 
Council  for  approval  of  market-organization  schemes  for  sugar,  fats  and  oils, 
and  fruits  and  vegetables  have  passed  without  action  by  the  Council,  although 
the  Commission  has  presented  the  relevant  proposals. 

A  summary  of  estimated  Guarantee  Section  expenditures  for  1962/63,  1963/64, 
and  1964/65  is  presented  in  tables  1,  2,  and  3.  1_7/   In  addition  to  showing  the 
purpose  of  the  expenditure,  these  tables  provide  a  breakdown  by  Member  States 
in  order  to  indicate  the  financial  imbalance  of  the  Fund. 

The  effects  of  the  progressive  takeover  by  the  Fund  of  national  expendi- 
tures for  market-organized  commodities  are  apparent  in  the  tables.   By  assuming 
an  additional  one-sixth  of  Member  State  expenditures  in  1963/64,  the  total  ex- 
penditures of  the  Guarantee  Section  were  almost  doubled.   The  most  dramatic 
increase  is  found  in  the  estimates  for  1964/65,  when  estimated  expenditures 
tripled:  first,  because  an  additional  one-sixth  of  national  expenditures  was 
assumed;  and  second,  because  of  the  market  organization  of  additional  commodi- 
ties which  brought  them  under  the  financial  scheme  of  the  Fund.   It  is  also 
interesting  to  note  how  the  gradual  takeover  of  national  expenditures  by  the 
Fund  has  altered  the  distribution  of  the  expenditures  among  the  recipient 
countries.   For  example,  the  market  organization  of  the  dairy  products  sector 
significantly  increased  the  percentage  of  Fund  expenditures  in  the  Netherlands, 
from  7.97  percent  to  21.0  percent  of  total  Guarantee  Section  expenditures. 
With  increased  expenditures  in  Italy  through  internal  market  intervention  in 
olive  oil,  this  means  that  the  85.26  percent  share  of  France  in  1963/64  was 
reduced  to  67.0  percent  in  the  following  year. 


Guidance  Section 

One-fourth  of  the  expenditures  of  the  Fund  during  the  transition  period 
are  to  be  made  under  the  Guidance  Section,  which  is  aimed  at  coordinating  the 
agricultural  structure  policies  of  the  Member  States  with  common  action  "to 
increase  agricultural  productivity  by  developing  technical  progress  and  by  en- 
suring the  rational  development  of  agricultural  production  and  the  optimum 
utilization  of  the  factors  of  production,  particularly  labor"  (Rome  Treaty, 
Article  39).   Production  and  marketing  are  two  areas  with  which  the  Guidance 
Section  is  concerned.   The  first  area  involves  the  adaptation  and  improvement 


1_6/  Durum  wheat  is  technically  ineligible  for  fund  support  until  July  1, 
1967.   However,  both  Italy  and  France  received  aid  from  the  Fund  to  finance 
durum  wheat  stocks  in  1962/63. 

1_7/  Actual  payments  from  the  Fund  to  Member  States  for  1962/63  were  not 
made  until  late  in  1965.   The  1963/64  payments  will  be  made  during  1966.   Ac- 
cording to  the  Common  Market  Farm  Report,  No.  26,  Dec.  31,  1965,  payments 
through  the  Guarantee  Section  for  1962/63  amounted  to  $28.7  million  instead 
of  the  $28.4  million  indicated  in  table  1.   Italy  was  the  primary  recipient 
of  the  additional  $0.3  million. 
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of  production  conditions  in  agriculture,  and  the  adaptation  and  guidance  of 
agricultural  output  to  achieve  the  optimum  employment  of  the  factors  of  agri- 
cultural production  and  the  adjustment  of  the  volume  of  production  to  outlets. 
Projects  in  this  area  may  call  for  the  conversion  of  certain  types  of  produc- 
tion and  an  improvement  in  the  quality  of  products.   The  second  area  of  con- 
cern is  the  adaptation  and  improvement  of  marketing  and  the  development  of  out- 
lets for  those  agricultural  products  which  fall  under  market-organization 
schemes.   Projects  in  this  area  are  designed  to  increase  the  consumption  of 
certain  products,  improve  the  distribution  channels,  and  provide  better  know- 
ledge of  price  formation. 

Aid  from  the  Guidance  Section  consists  of  capital  subsidies  paid  either 
in  a  lump  sum  or  in  installments.   These  subsidies  cannot  exceed  25  percent  of 
the  total  investment  in  any  one  project,  and  the  direct  beneficiary  of  this 
aid  must  provide  at  least  30  percent  of  the  total  investment.   The  Member  State 
on  whose  territory  the  project  is  to  be  carried  out  must  also  aid  in  financing 
the  investment.   Projects  eligible  for  aid  from  the  Fund  may  be  sponsored  by 
public,  semipublic,  or  private  groups.   However,  all  project  aid  applications 
must  be  submitted  through  and  approved  by  the  Member  State  concerned. 

Table  1. — Guarantee  Section  expenditures  from  Fund,  estimated  for  1962/63  marketing  year 


Percentage 

Expenditures        : 
from  Fund 

Unit 

Belgium 

France 

Germany 

Italy 

Luxem- 
bourg 

Nether- 
lands 

EEC 

of 

Guarantee 

Section 

Refunds  on  subsidies 
of  exports  to  third 

Percent 

countries  : 

$1,000 
do. 
do. 
do. 
do. 

Percent 

157 

21,103 
15 

56 

-- 

-- 

-- 

35 

394 
193 

21,103 

50 

551 

249 

74.3 

0.2 

1.9 

0.9 

157 
0.72 

21,174 
96.45 

-- 

-- 

-- 

622 
2.83 

21,953 
100 

77.3 

Internal  market  inter- 

vention: 

Cereals : 

Intervention  with 

function  similar 

to  refunds  on  ex- 

$1,000 

143 

2,184 

593 

-- 

-- 

337 

3,257 

11.5 

do. 
do. 

:    6.6 

1,061 

1,198 

927 

3.4 

-- 

3,196 

11.2 

Total  intervention.. 

149.6 

3,245 

1,791 

927 

3.4 

337 

6,453 

22.7 

Percentage  of  inter- 

Percent 

2.3 

50.3 

27.8 

14.3 

0.1 

5.2 

100 

Total  Guarantee 

■  $1,000 

:   306.6 

24,419 

1,791 

927 

3.4 

959 

28,406 

100.0 

Percentage  of 

■  Percent 

:   1.07 

85.96 

6.31 

3.26 

0.02 

3.38 

100 

Source:   EEC  Commission,  Rapport  d'Ensemble  de  la  Commission  au  Conseil  sur  le  Financement  de  la 
Politique  Agricole  Commune,  Vl/SEC  (65)  1009  final,  Brussels,  Apr.  5,  1965,  p.  20. 
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There  are  three  criteria  to  be  met  before  a  project  can  be  approved  for 
aid  from  the  Guidance  Section.   First,  the  project  must  be  designed  to  carry 
out  an  adaptation  or  orientation  of  agriculture  necessitated  by  the  implemen- 
tation of  a  CAP  measure.   Second,  adequate  assurances  must  be  made  that  the 
economic  effects  of  the  project  will  be  lasting.   Third,  the  project  must  form 
a  part  of  a  Community  (EEC)  program.   The  regulations  also  stipulate  that  prior- 
ity be  given  to  projects  designed  as  an  integral  part  of  a  regional  economic 
development  plan  within  the  EEC. 18/ 

The  EEC  Commission  has  been  very  insistent  upon  the  development  of  a  co- 
ordinated agricultural-structures  policy  for  the  Community.   The  Commission 
has  sought  to  further  this  development  by  the  control  it  exercises   over  the 
allocation  of  Guidance  Section  funds.   This  effort  accounts  for  the  emphasis 
on  the  project  selection  criteria  of  Community-wide  and  regional  development 
plans.   There  has  been  considerable  opposition  in  Member  States  to  these  efforts 
by  the  Commission,  since  the  Member  States  prefer  a  more  decentralized  system 
of  project  selection;  that  is,  a  system  providing  better  representation  of 
their  individual  agricultural  interests. 

Table  2. — Guarantee  Section  expenditures  from  Fund,  estimated  for  1963/64  marketing  year 


Expenditures 
from  Fund 

Unit 

Belgium 

France 

Germany 

Italy 

Luxem- 
bourg 

Nether- 
lands 

EEC 

Percentage 

of 

Guarantee 

Section 

Refunds  on  subsidies       ; 
of  exports  to  third 
countries: 

$1,000 
do. 
do. 
do. 
do. 

Percent 

334 
2 

40,604 

62 
281 

— 

— 

— 

2,622 
563 

son 

40,604 

2,622 

959 

783 

Percent 

73.9 
4.8 

1.7 
1.4 

336 

0.75 

40,947 
91.06 

— 

-- 

— 

3,685 
8.19 

44,968 
100 

81.8 

Internal  market  inter- 
vention : 
Cereals : 

Intervention  with 
function  similar 
to  refunds  on  ex- 

$1,000 
do. 
do. 

45.6 

2,931 
2,961 

697 
1,935 

704 

5.4 

692 

4,320 
5.651 

7.9 
10.3 

Total  intervention.. 

45.6 

5,892 

2,632 

704 

5.4 

692 

9,971 

18.2 

Percentage  of  inter- 

Percent 

0.46 

59.09 

26.40 

7.06 

0.05 

6.94 

100 

Total  Guarantee 

$1,000 
Percent 

381.6 
0.69 

46,839 
85.26 

2,632 
4.79 

704 
1.28 

5.4 
0.01 

4,377 
7.97 

54,939 
100 

100 

Percentage  of 

Source:  Same  as  table  1,  p.  21. 


18/  For  a  more  detailed  discussion  of  the  agricultural  structure  policy, 
see  Newsletter  on  the  CAP,  No.  34,  May  1965. 
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In  the  first  project  selection,  completed  in  October  1965,  the  Commission 
was  forced  to  compromise  its  insistence  upon  a  coordinated  agricultural-struc- 
tures policy  because  of  the  Council  resolution  of  December  1964.   This  resolu- 
tion contained  instructions  to  the  effect  that  priority  would  be  given  to  the 
need  for  structural  improvements  in  Italy.   The  resolution  was  part  of  the 
package  deal  which  was  developed  with  the  common  grain  price  decision  of  Decem- 
ber 1964.   In  effect,  the  resolution  offered  Italy  special  consideration  for 
its  Guidance  Section  applications  in  return  for  Italy's  agreement  to  the  common 
grain  price.   The  Commission  approved  the  first  series  of  project  selections 
on  the  basis  of  "a  fair  and  equitable  distribution  of  the  Fund's  resources," 
rather  than  on  the  basis  of  the  established  criteria  discussed  above. 19/  Thus 
the  Guidance  Section  was  first  used  as  a  mechanism  to  balance  certain  political 
and  financial   interests  of  the  Member  States.   However,  the  Commission  has 
stated  that  the  second  series  of  project  selections  will  be  based  on  the  origi- 
nal criteria  of  EEC  suitability. 

In  the  October  15,  1965, project  selection  the  EEC  Commission  gave  final 
approval  to  57  Guidance  Section  projects  to  be  supported  by  a  total  allocation 

Table  3 .--Guarantee  Section  expenditures  from  Fund,  estimated  for  1964/65  marketing  year 


Expenditures 
from  Fund 

Unit 

BLEU  1/ 

France 

Germany 

Italy 

Nether- 
lands 

EEC 

Percentage 

of 

Guarantee 

Section 

Refunds  on  subsidies 
of  exports  to  third 
countries : 

$1,000 
do. 
do. 
do. 
do. 
do. 
do. 
do. 

Percent 

$1,000 
do. 
do. 
do. 

Percent 

$1,000 
Percent 

700 
800 

80,000 

400 

14,900 

500 

100 

— 

1,900 

7,000 

800 

600 

24,300 

80,000 
7,000 
1,500 
1,000 

40,000 

500 

2,000 

Percent 
47.9 

Pigmeat 

Eggs 

Poultry 

Dairy  products 

Beef 

Rice 

4.2 
0.9 
0.6 
23.9 
0.3 
1.2 

1,500 

1.1 

100 
800 

95,900 
72.7 

12,400 
3,700 

4,000 
2,500 

1,900 
1.4 

1,100 
8,000 

32,700 
24.8 

400 
2,000 

132,000 
100 

18,000 
9,000 
8,000 

79.0 

Internal  market  inter- 
vention: 

10.8 

5.4 

4.8 

Percentage  of  inter- 

900 
2.6 

:   2,400 
:     1.4 

16,100 
46.0 

112,000 
67.0 

6,500 
18.5 

6,500 
4.0 

9,100 
26.0 

11,000 
6.6 

2,400 
6.9 

35,100 
21.0 

35,000 
100 

167,000 
100 

21.0 

Total  Guarantee 

100 

Percentage  of 

1/   BLEU=Belgium- Luxembourg  Economic  Union. 
Source:  Same  as  table  1,  p.  22. 


1_9/   Agra-Europe,   No.     139,    Nov.    3,    1965,    p.    EN/2 
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of  $9.1  million  for  the  year  1962/63.   This  amount  is  less  than  one-third  of 
the  $28.7  million  paid  out  for  that  year  under  the  Guarantee  Section,  and  thus 
less  than  one-fourth  of  total  Fund  expenditures. 20/  Five  Member  States  had  sub- 
mitted 250  projects  by  July  1,  1964,  requesting  total  support  in  the  amount  of 
$37.9  million. 21/  Of  these  projects,  43  were  subsequently  withdrawn  by  the 
applicants,  leaving  207  projects  for  consideration  by  the  Permanent  Committee 
on  Agricultural  Structures.   This  number  was  reduced  by  the  Committee  to  138, 
since  69  of  the  projects  were  not  eligible   either  because  they  did  not  have 
the  approval  of  the  Member  State  on  whose  territory  the  project  was  to  be  car- 
ried out  or  because  the  project  was  already  underway  at  the  time  the  applica- 
tion was  submitted.   The  total  support  applied  for  in  these  138  projects  was 
$21.4  million,  which  still  exceeded  the  $9.5  million  which  was  expected  to  be 
allocated  to  the  Guidance  Section.   The  Committee  succeeded  in  reducing  this  to 
$9.1  million  for  57  projects,  submitted  its  recommendation  to  the  Commission, 
and  received  the  unanimous  approval  of  the  Commission. 

Table  4  presents  a  breakdown  of  the  1962/63  Guidance  Section  allocations 
by  country  and  type  of  project.   It  is  apparent  that  the  "fair  and  equitable 
distribution  of  the  Fund's  resources"  brought  the  largest  share  to  Italy,  as 
was  intended  by  the  Council  resolution  of  December  1964.   Germany's  heavy  bur- 
den in  financing  the  Fund  accounts  for  its  large  share  of  these  allocations. 
The  total  allocations  were  about  equally  divided  between  projects  in  the  pro- 
duction sector  and  in  the  marketing  sector. 

Table  4. --Guidance  Section  expenditures  from  the  Fund,  1962/63 


Expenditures 
from  Fund 

Belgium 

France 

Germany 

It 

aly 

Nether- 
lands 

EEC 

Production  sector: 
Land  consolida- 

Irrigation  and 

Thou, 
dol.   Pet. 

17    2.4 

620   88.2 
66    9.4 

Thou, 
dol. 

869 

737 
337 

7 

Pet. 

44.7 

37.8 
17.3 

0.2 

Thou, 
dol. 

756 

1,687 

115 

Pet. 

29.6 

65.9 

4.5 

Thou. 

dol. 

411 
569 

406 

1,056 
627 

Pet. 

13.4 
18.5 

13.2 

34.5 

20.4 

Thou 
dol. 

250 
200 

104 

221 

Pet. 

32.3 
25.8 

13.4 

28.5 

Thou, 
dol. 

1,119 

2,104 
923 

104 
2,100 

1,676 
1,029 

Pet. 

12.4 
23.2 

Marketing  sector: 
Milk 

10.2 

1.1 
23.2 

Fruits  and 

18.5 

11.4 

Total 

703   100.0 

Pet. 

7.8 

1,950 
Pet. 
21.5 

100.0 

2,558 
?ct. 
28.2 

100.0 

3,069 
Pet. 
33.9 

100.0 

775 
Pet. 
8.6 

100.0 

9,055 
Pet. 
100.0 

100.0 

Percentage  of 
EEC 

Source:  Agra-Eurof 

>e,  No.  136, 0 

ct.  13, 

1965, 

p.  EN/2. 

,20/  The  funds  to  be  made  available  through  the  Guidance  Section  can  be 
determined  only  after  a  final  calculation  of  Guarantee  Section  expenditures  for 
each  year.   However,  if  Guarantee  Section  expenditures  should  decrease  from  one 
year  to  the  next,  Guidance  Section  expenditures  may  be  maintained  at  the  level 
of  the  previous  year. 

2J_/  Luxembourg  failed  to  submit  projects  for  the  first  series. 
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By  October  1,  1965,  277  applications  for  project  support  from  the  1963/64 
^Fund  budget  were  submitted  to  the  Commission  requesting  a  total  of  $51  million 
from  the  Fund.   The  Permanent  Committee  on  Agricultural  Structures  and  the 
Commission  are  again  faced  with  the  difficult  task  of  reducing  this  amount  to 
the  estimated  $16.6  million  which  is  available  to  the  Guidance  Section  from 
the  1963/64  budget.   This  current  selection  will  be  even  more  difficult  since 
the  criterion  of  "Community  suitabilty"  is  to  be  applied,  and  since  it  is 
doubtful  that  the  Member  States  have  agreed  upon  an  explicit  definition.   It  is 
likely  that  the  "fair  and  equitable  distribution"  criterion  will  also  be  ap- 
plied  in  the  selection  process,  since  it  allows  greater  political  maneuvering. 
EEC  official  have  projected  Guidance  Section  expenditures  of  $300  to  $375  mil- 
lion by  1970,  if  the  Fund  develops  as  planned  in  the  Commission's  most  recent 
proposals  (Agra-Europe,  No.  139). 

Financial  Imbalance 

One  of  the  most  difficult  political  problems  in  the  operation  of  the  Fund 
is  the  great  financial  imbalance  which  has  developed  between  some  Member  States' 
contributions  to  the  Fund  and  their  receipts  from  the  Fund.   The  contributions 
by  Member  States  were  determined  in  the  first  year  of  the  Fund's  operations  by 
the  budgetary  scale  contained  in  Article  200,  Paragraph  1,  of  the  Rome  Treaty. 
In  the  second  and  third  years  of  the  Fund,  1963/64  and  1964/65,  contributions 
were  based  90  percent  and  80  percent,  respectively,  on  this  scale;  the  other 
contributions  were  calculated  on  the  basis  of  net  agricultural  imports,  in 
value  terms,  grouped  as  in  the  market  organization  schemes.   This  means  that 
countries  with  large  agricultural  imports,  such  as  Germany  and  Italy,  pay  an 
increasing  share  of  total  Fund  contributions.   Although  Fund  regulations  now 
place  a  percentage  limit  on  the  contributions  demanded  from  the  Member  States, 
this  has  not  solved  the  problem  of  the  great  disparity  between  contributions 
and  receipts  for  some  Member  States. 

The  data  of  table  5  indicate  this  disparity.   Unfortunately,  a  Member 
State  breakdown  of  Guidance  Section  expenditures  for  1962/63  and  1963/64  is 
not  available,  since  the  project  selections  are  yet  to  be  made.   Figures  on 
the  Fund  receipts  for  1964/65  are  also  not  available,  since  their  calculation 
awaits  final  figures  from  Member  States  on  net  agricultural  imports.   Neverthe- 
less, the  financial  imbalance  in  the  first  2  years  of  Fund  operations  is  obvi- 
ous. 

The  net  recipient  (+)  or  net  contributor  (-)  positions  of  the  Member 
States  for  the  first  2  years,  with  the  Guidance  Section  percentage  allocation 
of  1962/63  used  to  estimate  1963/64,  are  as  follows: 

Thou,  dol. 

Belgium -  6,018.8 

France +47  ,  766 .  0 

Germany -19,154.0 

Italy -20,654.0 

Luxembourg -    221.2 

Netherlands -  2,133.0 
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Table  5. --Receipts  and  expenditures  of  Fund  by  Member  State,  1962-65.  1/ 


Country 

and 

year 

Receipt 

s 

Expend] 

.tures 

Net  con- : 
tributor: 
(-)  or   : 
recipient : 
(+)  posi- 
tion   : 

Expendi- 
tures as 
percent- 

Contribut 

ions 

Guarantee 

Guidance  2/ : 

Total 

age  of 
receipts 

$1,000 

Pet. 

$1,000 

Pet. 

$1,000 

Pct^ 

$1,000 

Pet. 

$1,000 

?ct . 

Belgium:     : 

1964/65 

2,992 
5,846 

7.9 
8.0 

306 
381 

3/2,400 

1.1 
0.7 

1.4 

703 
1,428 

7.8 
7.8 

1,010 
1,809 

2.7 
2.5 

-1,982 

-4,037 

33.7 
31.0 

Total. .  . 

8,838 

7.9 

687 

0.8 

2,131 

7.8 

2,819 

2.6 

-6,019 

31.9 

France: 

1962/63 

1964/65 

10,605 
18,744 

28.0 
25.6 

24,419 

46,839 

3/112,000 

86.0 
85.3 
67.0 

1,950 
3,937 

21.5 
21.5 

26,369 
50,776 

70.4 
69.3 

+15,764 
+32,002 

248.6 
270.5 

29,379 

26.4 

71,258 

85.5 

5,887 

21.5 

77,145 

69.7 

+47,766 

262.6 

Germany:     : 

1962/63 

1963/64 ' 

1964/65 

10,605 
20,694 

28.0 
28.3 

1,791 

2,632 

3/6,500 

6.3 
4.8 
4.0 

2,558 
5,164 

28.2 
28.2 

4,349 
7,796 

11.6 
10.6 

-6,256 
-12,898 

41.0 
37.7 

31,299 

28.2 

4,423 

5.3 

7,722 

28.2 

12,145 

11.0 

-19,154 

38.8 

Italy: 

1962/63 

1963/64 

1964/65.... 

10,605 
20,957 

28.0 
28.6 

92  7 

704 

3/11,000 

3.3 
1.3 
6.6 

3,069 
6,208 

33.9 
33.9 

3,996 
6,912 

10.7 
9.4 

-6,609 
-14,045 

37.7 
33.0 

31,562 

28.4 

1,631 

2.0 

9,277 

33.9 

10,908 

9.9 

-20,654 

34.6 

Luxembourg : 

1962/63 

1963/64 

1964/65  47. 

76 

154 

0.2 
0.2 

3.4 
5.4 

0.02 
0.01 

— 

-- 

3.4 
5.4 

.009 
.00^ 

-72.6 
-148.6 

4.5 
3.5 

230 

0.2 

8.8 

0.01 

•  -- 

— 

8.8 

0.008 

-221.2 

3.8 

Netherlands : 

1962/63 

1963/64 

1964/65 

2,992 
6,827 

7.9 
9.3 

959 

4,377 
3/35,100 

3.4 

8.0 

21.0 

775 
1,575 

8.6 
8.6 

1,734 
5,952 

3.8 
8.1 

-1,258 
-875 

58.0 
87.2 

9,819 

8.8 

5,336 

6.4 

2,350 

8.6 

7,686 

6.9 

-2,133 

78.3 

Grand  total 
(1962-64)... 

:   111,127 

100.0 

83,345 

100.0 

27,367 

100.0 

110,713 

100.0 

5  --+15 

-- 

1/   Official  figures  on  contributions  for  1964/65  and  Guidance  Section  expenditures  for  1963-65  not 
available . 

2/      1963/64  expenditures  calculated  on  basis  of  1962/63  percentage  distribution  merely  to  provide  an 
estimate  for  use  in  this  table. 

3/  Guarantee  Section  estimated  expenditures  for  1964/65  are  not  included  in  totals. 

4/   For  1964/65,  see  BLEU  under  Belgium. 

5/   Unallocated  portion  of  the  Guidance  Section  for  1962/63. 

Source:   Same  as  table  1,  pp.  20-22,  30. 
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Prospects  are  for  an  improved  balance  in  1964/65  because  of  the  inclusion 
of  dairy  produce  in  the  Fund  scheme.   Because  of  its  large  dairy  produce  ex- 
ports, the  Netherlands  will  undoubtedly  move  into  a  surplus  position,  thereby 
reducing  the  French  percentage  surplus.   Italy's  position  will  be  slightly  im- 
proved, since  Fund  expenditures  in  Italy  for  support  of  the  olive  oil  market 
will  increase  Italy's  total  receipts,  while  its  contributions  to  the  Fund  are 
held  at  28  percent  as  ordered  by  the  Council  of  Ministers.   However,  in  terms 
of  the  absolute  amount,  Italy  will  still  be  burdened  with  a  large  net  contribu- 
tion.  Germany's  position  will  most  certainly  deteriorate  further  in  1964/65, 
continuing  the  unfavorable  trend  observed  in  the  movement  from  1962/63  to 
1963/64.   The  positions  of  Belgium  and  Luxembourg  may  improve,  but  they  will 
remain  in  a  net  deficit  position.   However,  the  amounts  involved  are  relative- 
ly small. 

As  in  most  other  problem  areas  in  the  EEC,  two  different  views  are  taken 
by  the  EEC  Commission  and  the  Governments  of  the  Member  States.   The  Commission 
views  the  problem  of  the  financial  imbalance  from  a  position  of  priority  EEC 
interest,  while  the  Member  State  Governments  view  it  from  a  position  giving 
priority  to  national  interest.   The  Commission  argues  that  the  imbalance  should 
not  present  a  real  barrier  to  forward  movement  within  the  CAP,  that  it  is  the 
inevitable  result  of  the  integration  proceeding  under  the  CAP,  and  that  the 
imbalance  in  the  sector  of  agricultural  financing  is  offset  by  imbalances  in 
other  areas  which  are  to  the  advantage  of  the  net  contributor  countries  of  the 
Fund.   National  governments  argue  that  the  financial  imbalance  of  the  Fund, 
which  appears  in  their  national  budgets,  is  politically  intolerable.   The 
French  Government,  also  viewing  the  imbalance  from  its  national  interest,  has 
arrived  at  a  quite  opposite  conclusion,  which  means  that  its  views  coincide 
with  those  of  the  Commission  on  this  problem.   The  Member  States  with  the  ex- 
ception of  France  have  argued  for  various  policy  measures  to  act  as  a  balancing 
mechanism  in  the  Fund. 

The  Commission  has  consented  to  a  number  of  policy  measures  to  improve 
the  balance  of  the  Fund.   The  first  measure  is  the  result  of  the  process  of  in- 
tegration under  the  CAP  by  which  market-organization  schemes  for  commodity 
groups  call  for  financing  of  eligible  national  expenditures  by  the  Fund.   For 
example,  the  desire  to  improve  Italy's  net  contributor  position  led  to  Fund 
support  of  olive  oil  marketing  before  other  fats  and  oils  were  brought  into  a 
completed  market-organization  scheme.   It  is  evident  that  the  timing  of  the 
market-organization  schemes  may  be  influenced  by  the  desire  to  use  them  as 
balancing  mechanisms.   The  second  measure   which  should  improve  the  balance 
is  the  original  Fund  regulation  stipulating  that  Member  States  will  be  reim- 
bursed in  the  final  stage  of  the  Fund  for  export  subsidies  on  gross,  as  ap- 
posed to  net,  exports.   This  will  bring  increased  receipts  from  the  Fund  to 
Italy  and  Germany,  which  do  not  export  agricultural  commodities  in  sufficient 
quantities  or  of  the  right  kind  to  qualify  them  for  export  subsidy  refunds  at 
present--with  the  exception  of  small  refunds  for  Italian  rice  exports. 

The  third  measure  is  the  allocation  of  Guidance  Section  project  support. 
The  Commission  has  stated  that  the  criterion  of  a  "fair  and  equitable  distri- 
bution" was  to  be  applied  only  in  the  first  series  of  project  selections;  but 
the  political  appeal  of  Guidance  Section  expenditures  as  a  means  of  correcting 
the  financial  imbalance  of  the  Fund  cannot  be  overlooked.   Although  other  cri- 
teria may  be  formally  proclaimed  and  applied,  the  desire  to  correct  the  imbal- 
ance will  be  foremost  in  the  considerations  of  the  decision-makers. 
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A  fourth  measure  is  the  provision  for  compensation  payments  which  will  be 
made  to  Germany,  Italy,  and  Luxembourg  by  the  Fund  in  the  three  year  period 
from  1967  to  1970.   These  payments  are  intended  to  compensate  for  the  income 
losses  these  countries  will  suffer  as  a  result  of  the  December  1964  decision 
establishing  common  cereals  prices  below  those  which  they  advocated  and  which 
they  are  now  guaranteeing  their  producers.   The  payments,  totalling  $413.8 
million,  will  go  primarily  to  Germany  and  Italy,  67.7  percent  and  31.7  percent, 
respectively.   However,  the  net  effect  of  these  payments  will  be  somewhat  di- 
minished, since  they  are  to  be  paid  from  a  special  section  of  the  Fund  which 
is  financed  according  to  the  budgetary  scale  of  Article  200,  Paragraph  1,  of 
the  Rome  Treaty.   This  means  that  Germany  and  Italy  will  contribute  substan- 
tially to  their  own  compensation.   As  indicated  by  the  following  tabulation  of 
Member  State  contributions  and  receipts  in  this  special  section  of  the  Fund  for 
the  years  1967-70,  Italy  will  be  a  net  recipient  of  approximately  $15  million 
from  the  compensation  payments . 22 / 

Contributions  Receipts 

(in  million  U.S.  dollars) 

Belgium  32 . 7 

France  115.9 

Germany  115.9              280.3 

Italy  115.9              131.0 

Luxembourg  0.8                 2.5 

Netherlands  32.7 


A  fifth  measure  involves  a  minimum  price  guaranteed  to  EEC  durum  wheat 
growers.   This  is  of  primary  importance  to  Italy  as  the  major  durum  wheat  pro- 
ducer of  the  EEC.   As  part  of  the  cereals  price  decision  of  December  1964,  the 
basic  target  price  for  durum  wheat  was  set  at  $125  per  metric  ton.   However, 
to  assure  the  prof itabiltiy  of  durum  production  for  the  Italian  farmer,  the 
Council  agreed  to  a  $145  per  metric  ton  minimum  guaranteed  price  starting 
July  1,  1967,  for  3  years.   The  $20  difference  between  these  prices  will  be 
paid  out  of  the  Fund  to  the  durum  growers.  (For  a  discussion  of  this  minimum 
guaranteed  price,  see  Hirsch,  p.  8.)   Italian  durum  production  will  most  likely 
increase  from  the  1965  level  of  1.95  million  metric  tons,  which  means  that 
Italy  should  receive  at  least  $40  million  annually  for  the  period  1967-70. 
This  will  serve  to  ease  Italy's  burden  as  a  net  contributor  to  the  Fund. 

The  sixth  measure  which  has  been  used  by  the  Commission  to  improve  the 
balance  of  the  Fund  is  the  setting  up  of  percentage  limits  on  the  Member  States  ' 
assessed  contributions.   The  percentages  originally  agreed  upon  in  the  Council 
decision  of  May  1962  (p.  6,  above)  were  not  intended  to  correct  the  imbalance, 
but  to  insure  that  it  would  not  increase  more  than  was  predicted  at  that  time. 
The  Commission's  financial  proposals  of  April  1,  1965,  established  percentage 
limitations  to  lessen   the  imbalance,  especially  for  Italy.   Although  these 
proposals  have  not  been  accepted,  the  principle  of  percentage  limitations  has 
found  favor  among  the  Member  States.   Of  all  the  measures  discussed  above,  it 
can  be  argued  that  the  sixth  measure  is  the  most  direct  and  effective  means 
to  a  solution  of  the  problem. 


22/  Hirsch,  Hans  G. ,  The  Uniform  Grain  Price  in  the  EEC,  Foreign  Agricul 
tural  Trade  of  the  U.S.,  Feb.  1965,  p.  11. 
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THE  1965  CRISIS 

The  year  1965  was  to  have  been  a  major  dec  is  ion- making  year  for  the  EEC 
in  regard  to  its  Common  Agricultural  Policy  and  the  Fund.   Not  only  were  market 
organization  schemes  and  common  price  decisions  to  have  been  made  for  several 
agricultural  commodity  groups,  but  further  transitional  arrangements  for  the 
Fund  also  were  to  be  established,  since  the  first  3-year  period  terminated  July 
1,  1965.   In  the  first  half  of  the  year  great  activity  in  this  direction  was 
evident  as  the  Commission  formulated  proposals  for  the  last  transitional  period 
and  final  stage  of  the  Fund,  and  the  Council  began  negotiation  on  the  proposals. 
However,  in  the  critical  days  at  the  end  of  June,  the  entire  procedure  came  to 
an  abrupt  halt  when  France  left  the  Council  chambers  and  recalled  its  govern- 
ment representatives  in  the  various  Community  institutions  and  committees. 
This  walkout  effectively  blocked  any  major  action  on  the  part  of  the  Council 
for  the  remainder  of  the  year.   Although  the  Commission  succeeded  in  developing 
a  major  revision  of  its  Fund  proposals,  it  was  forced  to  withhold  any  further 
proposals  in  the  agricultural  policy  area,  since  decision-making  action  in  the 
Council  would  not  be  forthcoming.   By  the  end  of  1965,  an  agreement  was  reached 
to  hold  a  Council  of  Ministers  meeting  in  Luxembourg  to  begin  again  the  diffi- 
cult process  of  negotiation,  not  only  on  agricultural  policy  and  the  Fund  but, 
more  importantly,  on  the  future  political  form  of  the  EEC--the  issue  which  lay 
at  the  base  of  the  1965  crisis. 

At  its  marathon  session  of  December  1964,  the  Council  decided  that  financ- 
ing by  the  Fund  of  all  eligible  expenditures  in  the  grains,  pigmeat,  and  eggs 
and  poultry  sectors  should  begin  July  1,  1967.   To  make  this  effective,  the 
Council  requested  that  the  Commission  submit,  by  April  1,  1965,  proposals  for 
financing  the  Fund  in  the  1965-67  transitional  period  and  in  the  single  market 
stage,  after  common  prices  had  been  introduced  for  all  agricultural  products. 
The  Commission  apparently  saw  in  this  task  the  opportunity  to  settle  the  diffi- 
cult issue  of  financing  the  EEC's  agricultural  programs  and  to  obtain  greater 
political  integration  under  a  supranational  authority. 

The  Commission  presented  three  draft  proposals  to  the  Council  which  (1) 
offered  a  new  scheme  for  the  Fund's  receipts  and  expenditures;  (2)  proposed 
giving  the  EEC  its  own  financial  resources;  and  (3)  gave  to  the  European  Par- 
liament a  somewhat  stronger  role  in  approving  the  EEC  budget.  2_3/  The  new 
scheme  of  financial  regulations  for  the  Fund  dealt  with  both  the  1965-67  tran- 
sitional period  and  the  final  stage,  which  the  Commission  proposed  would  begin 
July  1,  1967.   Fund  financing  of  eligible  expenditures  under  the  Guarantee 
Section  was  to  increase  by  sixths  —  from  three-sixths  in  1964/65  to  six-sixths 
beginning  July  1,  1967  —  thereby  continuing  the  assumption  of  these  expendi- 
tures by  the  Fund  at  the  same  rate  as  in  the  first  3-year  transitional  period. 
In  establishing  July  1,  1967,  as  the  target  date  for  a  single  market  system 
for  all  agricultural  commodities,  the  Commission  had  to  assume  very  rapid  de- 
velopment, negotiation,  and  approval  of  market-organization  schemes,  supple- 
mentary regulations,  and,  finally,  common  prices  for  all  commodities. 


23/  The  proposals  are  discussed  in  Common  Market  Farm  Report,  No.  20, 
Apr.  15,  1965. 
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In  an  effort  to  encourage  the  establishment  of  an  EEC  common  commercial 
policy,  the  first  proposal  provided  that  refunds  on  export  subsidies  for  agri- 
cultural commodities  were  to  be  paid  only  for  those  exports  carried  out  under 
the  terms  of  a  Community-wide  agreement.   Any  Member  State  could  continue  ex- 
port subsidies  for  trade  with  a  third  country;  but  if  this  trade  did  not  have 
the  backing  of  an  EEC  agreement,  there  would  be  no  financial  support  from  the 
Fund  for  the  exports.   The  Commission  foresaw  Fund  expenditures  by  1967  of 
$1,000  million  for  the  Guarantee  Section  and  $300  million  for  the  Guidance  Sec- 
tion.  As  for  Fund  receipts  from  the  Member  States  during  the  1965-67  transi- 
tion period,  it  was  proposed  to  change  the  system  from  one  based  partly  upon 
the  budgetary  regulations  of  the  Rome  Treaty  and  partly  upon  each  Member  States' 
net  imports  of  market- organized  agricultural  commodities  from  third  countries, 
to  one  based  solely  upon  percentages  proposed  by  the  Commission  and  approved 
by  the  Council.   This  was  the  inevitable  outgrowth  of  the  December  1964  deci- 
sion to  limit  the  contributions  of  Italy  and  Belgium  to  a  percentage  fixed  by 
the  Council. 

Financing  the  Fund  for  the  single  market  stage  after  July  1,  196  7,  was  the 
subject  of  the  second  draft  proposal  put  forward  by  the  Commission.   According 
to  this  proposal,  the  EEC  was  to  have  its  own  financial  resources  in  the  final 
stage.   Thus,  the  Commission,  in  making  a  proposal  for  financing  the  Fund, 
sought  to  provide  sources  of  revenue  for  the  entire  institutional  structure  of 
the  EEC  which  would  make  it  independent  of  Member  State  contributions.   Since 
different  scales  are  used  in  determining  Member  State  contributions  for  the 
various  funds  and  institutions  of  the  EEC,  the  Commission  combined  these  with 
the  scale  for  contributions  to  the  Fund,  and  arrived  at  percentage  figures  for 
total  contributions  for  the  year  1967.   These  percentages  would  be  used  to  cal- 
culate contributions  for  the  first  half  of  1967.   However,  for  the  second  half, 
the  EEC  would  automatically  receive  all  proceeds  from  agricultural  levies,  and 
each  Member  State  would  make  additional  payment  to  the  EEC  from  its  customs 
duties  collections  if  necessary  to  bring  the  level  of  its  total  contribution 
up  to  the  set  percentage  of  the  first  half  of  the  year.   Each  Member  State 
would  then  be  required  to  report  to  the  Commission  the  remaining  proportion  of 
its  total  levies  and  duties  collections.   From  1968  through  1971,  an  additional 
one-fifth  of  this  proportion  would  accrue  to  the  EEC  annually,  until  January 
1,  1972,  when  total  levies  and  duties  receipts  would  transfer  automatically  to 
the  EEC. 24/  The  Commission  estimated  that  revenue  would  exceed  expenditures  in 
1967  and  from  1971  on,  under  this  system. 25/  The  problem  of  redistribution  of 
this  surplus  to  the  Member  States  would  remain;  however,  the  Commission  left 
the  problem  to  be  solved  when  the  occasion  arose.   For  those  years  in  which 
there  was  no  surplus,  the  balance  would  be  made  up  by  Member  State  contribu- 
tions based  on  the  1967  percentage  scale. 

The  third  draft  proposal  altered  the  budgetary  procedures  within  the  EEC 
to  give  a  stronger  position  in  the  decision-making  process  to  the  European 
Parliament.   Instead  of  merely  expressing  an  opinion  on  a  proposed  budget,  the 
Parliament  would  have  the  right  to  amend  the  draft  budget  by  a  simple  majority 
vote  of  its  members.   The  proposal  provided  that  the  Council  could  override 


24/  This  method  of  calculation  is  discussed  in  Common  Market  Farm  Report, 
No.  20. 

25/  EEC,  Information  Memo,  P/29(65),  Brussels,  Apr.  1965. 

-21- 


budget  proposals  of  the  Parliament  by  a  simple  majority  vote  if  the  Commission 
agreed  with  the  Council,  but  only  by  a  majority  vote  of  five  Member  States  if 
the  Commission  agreed  with  the  Parliament.   Therefore,  the  Commission,  the 
Parliament,  and  any  two  Member  States  in  the  Council  could  combine  to  amend  the 
EEC  budget  against  the  wishes  of  the  other  four  Member  States.   Since  this 
draft  proposal  involved  an  amendment  to  the  Rome  Treaty,  its  adoption  required 
the  unanimous  approval  of  the  Member  States  according  to  their  respective 
treaty-making  procedures. 

The  Commission  presented  several  arguments  in  favor  of  the  three  propos- 
als submitted  to  the  Council  for  approval.  _26/   The  necessity  for  the  July  1, 
1967,  deadline  requiring  a  single  market  system  for  all  products  was  argued 
because  the  Council—by  its  decision  of  December  1964--had  called  for  com- 
plete Fund  financing  of  expenditures  for  grains,  pigmeat ,  eggs,  and  poultry. 
There  would  be  unfair  discrimination  against  those  Member  States  and  agricul- 
tural producers  whose  primary  commodities  were  not  among  those  approved  for 
total  financing  if  the  market-organization  schemes  and  the  common  prices  for 
other  products  were  not  arrived  at  by  this  deadline.   Since  completely  free 
trade  among  the  Member  States  in  industrial  products  would  be  established  by 
July  1,  1967,  there  would  also  be  discrimination  against  agricultural  producers 
and  an  unbalanced  evolution  of  the  Community  if  the  single  market  system  were 
not  established  for  agricultural  products  by  the  same  date.   The  justification 
for  the  new  scheme  for  the  calculation  of  budgetary  contributions  in  the  1965- 
67  transitional  period  was  provided  by  the  December  1964  decision  to  establish 
percentage  limits  for  the  contributions  of  Italy  and  Belgium.   The  Commission 
argued  that  it  was  only  fair  to  apportion  the  remaining  contribution  necessary 
for  the  Fund's  operation  among  the  other  three  Member  States  according  to  the 
budgetary  scale  of  the  Rome  Treaty. 

The  Commission  argued  for  approval  of  the  second  draft  proposal  by  stating 
that  if  July  1,1967,  marked  the  establishment  of  free  trade  among  the  Member 
States,  the  port  of  entry  of  imports  into  the  EEC--and  thus  the  collection  point 
for  levies  and  duties—would  correspond  less  and  less  to  the  Member  State 
where  the  product  was  ultimately  placed  on  the  market.   For  example,  it  would 
be  unfair  for  the  government  of  the  Netherlands  to  be  the  sole  beneficiary  of 
enormous  levies  and  duties  collected  at  the  port  of  Rotterdam  because  this  port 
is  one  of  the  most  efficient  in  the  EEC  and  offers  ready  access  to  the  richest 
market  areas  of  the  EEC,  when  the  imported  products  were  actually  destined 
for  markets  in  other  Member  States.   Therefore,  these  levies  and  duties  should 
be  transferred  to  the  EEC  to  provide  its  own  independent  source  of  revenue. 

The  justification  for  the  third  proposal  grew  out  of  the  second  proposal. 
It  was  argued  that  since  the  financial  powers  of  the  EEC  would  be  greatly 
strengthened  by  the  provision  of  revenues  from  an  independent  source,  these 
powers  should  be  subject  to  a  greater  degree  of  control  by  the  European  Parlia- 
ment.  Since  it  was  hoped  to  eventually  elect  this  body  from  all  of  the  EEC 
by  direct  election  procedures,  democratic  control  over  EEC  expenditures  would 
be  provided. 


26/  For  a  summary  of  these  arguments,  see  EEC,  Information  Memo,  P/29(65), 
Brussels,  Apr.  1965. 
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But  the  "logic  and  justice"  of  these  arguments  (as  termed  by  Commission 
President  Walter  Hallstein),  27/  were  not  sufficiently  persuasive  as  the  pro- 
posals entered  the  process  of  negotiation  in  the  Council.   It  was  immediately 
apparent  at  preliminary  discussions  in  May  that  the  proposals  were  not  widely 
accepted  and  that,  in  fact,  every  Member  State  had  reservations  about  the  ef- 
fect of  these  proposals  upon  its  national  interests.   Two  days  before  the 
agreed  June  30,1965,  deadline  set  for  a  decision  in  this  matter,  the  Member 
States  sat  down  to  what  was  expected  to  be  a  long,  arduous  negotiating  session. 
The  3  months  since  the  presentation  of  the  draft  proposals  by  the  Commission 
had  not  allowed  sufficient  time  for  crystallization  of  national  positions; 
speculation  was  rampant  as  to  the  nature  of  these  positions.   The  Commission's 
proposals  were  unexpectedly  far-reaching,  seeking,  in  fact,  to  speed  up  the 
development  of  supranational  institutions  and  controls  in  the  EEC. 

The  Belgians  were  handicapped  since  their  Brussels  representatives  had  a 
caretaker  government  behind  them  and  could  therefore  not  commit  their  country 
to  a  strong  position  on  the  proposals.  28/  The  Dutch,  although  strongly  in 
favor  of  increased  budgetary  powers  for  the  European  Parliament ,  found  it 
difficult  to  make  financial  commitments  of  this  magnitude  and  for  the  proposed 
5  year  period.   There  had  been  only  3  years  of  experience  in  the  operation  of 
the  Fund--and  much  of  that  was  of  a  very  preliminary  and  financially  unimpor- 
tant nature—upon  which  to  base  estimates  of  the  size  and  direction  of  future 
financial  flows.   The  Luxembourg  delegation  also  hesitated  to  make  such  a 
long-term  commitment.    The  Germans  and  the  Italians,  who  had  suffered  most 
in  the  past  from  the  financial  imbalances  of  the  Fund,  were  concerned  whether 
these  draft  proposals  would  tend  to  correct  that  imbalance.  The  Germans  came 
to  Brussels  prepared  to  accept  the  financial  imbalance  in  the  agricultural 
sector,  if  provision  were  made  for  beginning  the  free  market  in  industrial 
goods  on  July  l,1967--from  which  Germany  stood  to  gain  to  the  greatest  extent-- 
and  if  commitments  were  made  by  the  other  Member  States  to   begin  planning  the 
political  unification  of  the  EEC.   The  Italians  felt,  however,  that  even  with 
the  draft  proposals  they  were  being  asked  to  make  too  great  a  financial  sacri- 
fice for  the  support  of  agriculture  in  other  Member  States,  especially  France. 
They  sought  more  favorable  commitments  for  their  olive  oil  and  tobacco  produc- 
tion.  It  can  be  said  generally  that  these  5  Member  States  basically  approved 
the  direction  in  which  the  Commission  sought  to  move  the  Community,  although 
many  points  remained  which  required  negotiation. 

But  no  one  was  prepared  for  the  action  taken  by  the  French  delegation. 
The  French  severely  criticized  the  Commission,  claiming  that  it  had  far  ex- 
ceeded the  mandate  given  by  the  Council  in  December  1964,  which  directed  the 
Commission  merely  to  submit  proposals  for  the  financing  of  the  Common  Agri- 
cultural Policy.   The  proposals  for  giving  the  EEC  its  own  financial  resources 
and  giving  the  European  Parliament  increased  budgetary  powers  were  completely 
unacceptable  to  the  French.   There  were  also  objections  to  the  system  of  cal- 
culating contributions  to  the  Fund  on  a  set  percentage  basis,  which  would 


27/  New  York  Times,  May  15,  1965,  p.  35. 

28/  For  a  detailed  discussion  of  the  positions  taken  in  the  June  30,  1965, 
meeting,  see  Europe,  Daily  Bulletin  No.  2165,  Item  No.  21590,  July  1,  1965. 
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have  increased  French  contributions  considerably.   The  French  position  pro- 
mised to  make  the  negotiations  more  difficult  than  any  previously  conducted 
by  the  Council;  but  negotiation  appeared  to  be  possible.   The  other  five  Mem- 
ber States,  whose  positions  were  relatively  flexible,  were  anxious  to  begin 
the  formidable  task.   But  when  the  discussion  became  crucial,  M.  Couve  de 
Murville,  French  Foreign  Minister  and  at  that  time  President  of  the  Council, 
announced  that  the  negotiating  session  was  adjourned  and  that  the  French  dele- 
gation did  not  intend  to  resume  negotiations  on  that  set  of  proposals.   This 
was  followed  shortly  by  the  withdrawal  of  French  Government  representatives 
from  the  Community's  various  institutions  and  committees,  except  from  organs 
which  supervised  the  daily  operations  of  CAP  programs.   The  French  did  not 
sacrifice  their  influence  in  the  administration  of  already-established  programs 
which  promised  a  flow  of  funds  into  France  from  the  Community;  but  the  poli- 
cy making  bodies  of  the  EEC  were  totally  blocked  by  the  French  withdrawal. 
Through  the  last  half  of  1965,  no  progress  could  be  made  on  the  many  important 
questions  requiring  Council  action,  whether  in  the  agricultural  or  industrial 
fields.   In  the  declared  absence  of  one  Member  State,  the  Council  is  still 
empowered  to  make  many  important  decisions;  but  such  a  move  without  France 
would  have  been  politically  inexpedient.   The  French  action  effectively  halted 
the  momentum  toward  economic  and  political  integration  which  had  been  built  up 
during  the  first  7  years  of  the  EEC. 

It  was  obvious  to  the  Commission  that  no  further  negotiations  would  be 
forthcoming  on  the  three  proposals.   The  Commission  modified  its  original  propo- 
sals, with  the  hope  that  the  modifications  would  bring  France  back  to  the 
Council  for  negotiations.   These  proposals  were  presented  to  the  Council  on 
July  22,  1965.  29/  Since  there  had  been  general  agreement  in  the  Council  nego- 
tiations to  establish  completely  free  trade  in  both  agricultural  and  indus- 
trial products  by  July  1,  1967,  the  Commission  retained  this  feature  of  the 
first  proposal,  but  only  if  the  Council  succeeded  in  making  the  required  mar- 
ket organization  and  common  price  decisions.   The  modified  proposal  required 
the  same  Council  decisions  to  determine  the  rate  at  which  the  Fund  would  assume 
responsibility  for  eligible  expenditures  on  market-organized  products.   If 
these  decisions  were  made  in  accordance  with  the  calendar  agreed  to  by  the 
Council  and  the  Commission,  the  Fund  could  continue  to  assume  this  financial 
responsibility  in  sixths--as  in  the  first  3-year  transitional  period—assuming 
full  responsibility  on  July  1,  1967.   However,  if  these  decisions  were  not 
made,  the  Fund  would  take  over  eligible  expenditures  by  tenths,  beginning 
with  six-tenths  for  the  1965/66  marketing  year,  and  ending  with  ten-tenths 
for  1969/70. 

Failure  to  reach  the  single  market  system  by  July  1,1967,  would  also  re- 
quire a  change  in  the  calculation  of  Fund  receipts.   Instead  of  a  fixed  per- 
centage scale  for  contributions  to  the  Guarantee  Section,  the  proposal  was 
modified  to  provide  for  calculations,  again  based  partly  upon  a  fixed  key  and 
partly  upon  net  agricultural  imports  in  1963/64  from  third  countries,  with 
the  latter  assuming  more  weight  annually,  starting  with  25  percent  in  1965/66 


29/  The  modified  proposals  are  discussed  in  Agra-Europe,  No.  126,  Aug. 
14,  1965,  pp.  EN/7-8. 
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and  ending  with  45  percent  in  1969/70.   The  fixed  key  proposed  was  as  follows: 

Percent 
Belgium 
France 
Germany 
Italy 

Luxembourg 
Netherlands 

The  fixed  key  and  the  selection  of  1963/64  as  the  base  year  for  net  imports 
were  especially  favorable  to  Italy  and,  in  fact,  were  meant  to  provide  assur- 
ance to  net  importing  countries  that  they  would  not  be  overburdened  in  financ- 
ing the  Fund.   The  Guidance  Section  contributions  were  to  be  calculated  en- 
tirely upon  the  basis  of  the  fixed  key. 

The  second  proposal  of  the  Commission,  giving  the  EEC  its  own  source  of 
revenue,  was  modified  so  that  Member  State  receipts  from  levies  and  duties 
would  not  be  turned  over  to  the  EEC  until  1970.   In  the  meantime,  however, 
the  establishment  by  July  1,  1967,  of  a  free  market  in  industrial  goods  and 
possibly  in  agricultural  commodities  required  some  equalization  of  duty  and 
levy  collections  among  the  Member  States  since,  as  noted,  the  ultimate  desti- 
nation of  an  imported  product  would  correspond  less  and  less  to  the  port  of 
entry  at  which  the  collections  were  made.   The  Commission  did  not  modify  the 
proposal  to  strengthen  the  budgetary  power  of  the  European  Parliament --since 
there  was  no  discussion  of  this  proposal  during  the  Council  negotiation,  the 
Commission  had  no  basis  for  making  modifications. 

In  the  absence  of  France,  the  Council  of  Ministers  met  in  October  1965  to 
establish  a  set  of  guidelines  for  financing  the  CAP.  30/  The  guidelines  gener- 
ally supported  the  proposals  contained  in  the  Commission  formulation  of  July 
1965,  although  they  did  suggest  revision  of  both  the  timetable  for  the  market- 
organization  schemes  and  common  price  decisions  and  the  percentage  of  eligible 
expenditures  to  be  assumed  by  the  Fund  in  the  period  1965-67.   Negotiations 
on  major  outstanding  issues  were,  of  course,  deferred  until  the  French  repre- 
sentative would  once  again  occupy  his  seat  in  the  Council. 

The  settlement  of  the  political  crisis  in  Luxembourg  on  January  29,  1966, 
and  the  resumption  of  French  participation  in  Community  organs  allowed  the 
Council  to  begin  negotiations  on  the  modified  proposals  presented  by  the  Com- 
mission.  A  great  backlog  of  proposals  in  many  areas,  only  one  of  which  was 
financing  the  CAP,  awaited  Council  decisions.   However,  financing  the  CAP  was 
one  of  the  most  pressing  issues  in  view  of  the  termination  (July  1,  1965)  of 
the  regulations  for  the  first  3  years  of  the  Fund's  operations. 

There  are  two  factors  which  indicate  agreement  in  the  Council  favoring 
the  modified  proposals  —  perhaps  with  slight  revisions.   First,  the  proposals 
have  become  more  flexible  and  less  demanding  through  the  modifications.   In- 
stead of  a  choice  between  the  completion  of  the  single  market  system  by 


30/  The  guidelines  are  contained  in  EEC  Council  Document,  T/418/65, 
Brussels,  Oct.  26,  1965. 
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Jul)'  1,  1967,  and  the  ultimate  failure  of  the  EEC   in  the  agricultural  area, 
the  Council  has  two  alternatives,  both  of  which  offer  ultimate  success  in  fi- 
nancing the  CAP.   The  first  alternative  is  for  completion  of  the  single  market 
system  by  July  1,  1967,  providing  the  Council  can  read-,  agreement  on  upcoming 
market-organization  schemes  and  common  prices   for  all  commodities.   If  this 
proves  impossible,  the  second  alternative  proposes  completion  of  the  single 
market  system  by  January  1,  1970.   The  proposals  also  postpone  giving  the  EEC 
its  own  financial  resources  until  1970,  allowing  the  Member  States  to  avoid  an 
immediate  commitment  to  a  measure  of  great  financial  importance. 

The  second  factor  favoring  agreement  on  the  modified  proposals  is  the 
apparent  willingness  on  the  part  of  all  six  Member  States  to  move  the  EEC  for- 
ward once  again.   The  frustration  and  bitterness  which  grew  out  of  the  1965 
crisis  are  being  overcome,  perhaps  by  the  realization  of  how  close  the  EEC 
actually  came  to  a  complete  breakdown  and  of  the  serious  economic  consequences 
which  could  have  resulted. 
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APPENDIX 


The  EAGGF  and  German  Agricultural  Policy 

Another  approach  to  an  analysis  of  the  Fund  can  be  made  by  examining  the 
agricultural  policy  of  one  of  the  Member  States  and  the  role  of  the  Fund  in 
the  operation  of  that  policy.   The  country  selected  for  the  analysis  in  this 
report  is  Germany.   To  establish  a  base  for  the  analysis,  the  first  section 
below  discusses  German  agricultural  policy,  focusing  upon  the  direct  Govern- 
ment expenditures  made  for  the  purpose  of  supporting  agriculture,  as  well  as 
upon  the  more  hidden  costs  of  the  support  programs.   Comparing  these  budget 
figures  with  Fund  expenditures  in  Germany,  the  second  section  draws  some  con- 
clusions from  the  relative  significance  of  the  Fund's  financial  operations  in 
the  overall  picture  of  German  agricultural  programs.   This  section  also  at- 
tempts to  assess  the  future  role  of  the  Fund  in  German  agriculture.   The  as- 
sessment will  be  based  upon  estimates  of  future  expenditures  by  the  German 
Federal  Government,  Laender  Governments,  and  the  Fund.. 


German  Agricultural  Expenditures 

In  1956,  the  first  Green  Plan  for  the  support  of  German  agriculture  began 
operation,  bringing  under  tighter  regulation  and  better  coordination  a  scat- 
tering of  various  types  of  operations.   In  the  first  year  of  operation,  Green 
plan  expenditures  amounted  to  $146.5  million.   As  additional  support  programs 
were  brought  into  the  Green  Plan  framework  and  the  budget  for  already  existing 
programs  was  increased,  the  Green  Plan  expenditures  grew  quickly  to  $288.6 
million  by  1957  and  to  $387.5  million  by  1961.  31/   Estimated  expenditures 
for  1965  were  $629.4  million.   However,  the  Green  Plan  does  not  represent  the 
totality  of  support  programs  for  German  agriculture.   In  addition,  there  are 
non-Green  Plan  support  measures  provided  by  both  the  Federal  Government  and 
the  Laender  (State)  Governments.   The  additional  Federal  expenditures,  whether 
direct  measures  or  indirect  measures--such  as  tax  reductions  for  agricultural 
producers—are  documented  in  the  annual  Green  Reports.   However,  it  is  diffi- 
cult to  get  an  indication  of  the  size  of  Laender  expenditures.   A  report  by 
the  Organization  for  Economic  Cooperation  and  Development  estimated  these  at 
$375  million  for  1962.  32/ 

Table  6  presents  a  summary  of  direct  and  indirect  Government  expenditures 
for  agricultural  support  in  Germany  for  1959-64.   Note  that  in  the  absence  of 
statistics  on  Laender  expenditures,  except  for  the  year  1962,  these  expendi- 
tures have  been  estimated  as  constituting  an  approximately  constant  percentage 
of  the  total  expenditures.   Calculations  based  on  this  assumption  will 


31/  Gruener  Plan  der  Bundesregierung,  1965,  Bonn,  Feb.  1965,  Appendix  I. 
pp.  43-45. 

32/  OECD,  Low  Incomes  in  Agriculture,  Paris,  1964,  p.  206. 
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Table  6. --Agricultural  expenditures  in  Germany  from  government  and  EEC  sources,  1959-64 


Expenditures 


1959 


1960   "    1961 


1962 


1963 


1964 


German  Federal  Expenditures 

Visible  expenditures-- 

For  direct  improvement  of  farm: 

Fertilizer  subsidies ■ 

Interest  rate  subsidies , 

Others ■ 

Total ■ 


For  rebates  on  taxes,  duties,  etc, 

Diesel  fuel  subsidies 

Others 

Total 


For  structural  improvements: 

Aid  to  land  consolidation 

Aid  to  enlargement  of  farms  and 

transfer  of  farmsteads 

Flood  protection,  drainage,  irrigation. 

Old-age  pension  fund 

Others 

Total 


Which  basically  affect  the  consumer  or 
general  public: 

Quality  premium  in  milk 

Food  reserves  for  price  stabilization 

and  emergencies 

Others 

Total 


Indirect  expenditures; 

Reduction  of  turnover  tax  for 

agricultural  producers 

Reduction  of  other  taxes 

Total 


Total  Federal  Government  expenditures. 

German  Laender  Expenditures 

Total  (estimated  from  1962 
expenditures) 


EEC  Fund  Expenditures  in  Germany 


Guarantee  section. 

Guidance  section. . 

Total 


Grand  total 


EEC  Fund  expenditures  as  percentage  of 
grand  total 


73.8 


12.6 
16.6 


29.2 


35.0 


185.8 


94.0 

72.6 
25.6 


192.2 


144.5 


-Million   dollars    !/• 


57.5 

57.5 

46.3 

46.3 

20.0 



13.8 

17.8 

17.2 

28.7 

38.7 

30.9 

2.5 

1.3 

4.9 

2.1 

7.1 

7.4 

76.6 


14.4 
20.7 


68.4 


16.9 
26.8 


77.1 


28.5 
26.9 


65.8 


30.9 
14.8 


35.1 


37.5 


43.7 


41.3 


55.4 


48.8 


45.7 


51.3 


216.3 


87.5 

115.7 
22.9 


231.8 


136.3 

128.7 
23.7 


306.2 


146.3 

96.6 
49.2 


401.8 


160.0 

79.5 
70.5 


226.1 


288.7 


292.1 


310.0 


155.3 


173.5 


182.3 


195.5 


257.0  291.5  331.3 


375.0 


418.8 


1.8 

2.6 


4.4 


0.3 


38.3 


31.7 
12.7 


44.4 


65.0 


63.8 

80.0 

44.5 

60.0 

62.5 

63.5 

30.8 

32.0 

31.3 

42.2 

42.1 

41.9 

2/ 

2/ 

17.5 

25.0 

60.5 

62.5 

56.2 

hh.8 

97.2 

130.2 

185.4 

181.8 

414.7 


162.5 

68.0 
79.5 


310.0 


61 

5 

64 

5 

65 

3 

68 

5 

76 

.5 

82 

3 

83 

0 

90 

8 

ImO 

2 

113 

8 

119 

.0 

123 

0 

205.3 


625.5  709.4  806.1  913.1        1,018.8        1,012.7 


416.3 


2.6 
5.2 


7. 


882.5        1,000.9        1,137.4        1,288.1        1,442.0        1,436.8 

Pet.  Pet. 


0.5 


1/    Converted  at  rate  of  4  DM  =  $1.00 

2/   Included  under  "Aid  to  enlargement  of  farms  ...."  for  1959  and  1960. 

Source:   Gruener  Plan  der  Bundesregierung ,  Bonn.   Feb.  1965,  Appendix  I,  pp.  24-33. 
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probably  be  increasingly  unreliable  for  the  years  most  distant  before  and  after 
1962.  However,  for  the  purposes  of  this  analysis  of  the  Fund's  significance  to 
Germany,  estimates  for  the  most  recent  years  should  be  fairly  accurate. 

To  gain  support  for  the  common  cereals  price  decision  of  December  1964 
among  German  agricultural  interests ,  the  German  Government  had  to  promise  not 
only  to  gain  compensation  payments  from  the  EEC,  but  also  to  provide  massive 
aid  to  the  German  farmer.   The  EEC  Council  did  consent  to  compensation  of  the 
German  farmer  for  his  income  losses  for  the  years  1967-70  in  the  total  amount 
of  $280.3  million.   In  addition,  on  July  16,  1965,  the  German  Bundestag  passed 
the  Law  to  Promote  Integration  of  German  Agriculture  in  the  EEC.   This  law 
provides  for  annual  subsidies  to  German  agriculture  for  the  duration  of  the  EEC 
transition  period--that  is,  to  December  31,  1969--in  the  amount  of  $210  million 
for  1965  and  $257.5  million  thereafter .33/  This  will  appear  as  the  "Settlement 
of  Accounts"  item  in  the  Federal  budget.   The  law  also  provides  for  compensation 
payments  to  completely  cover  any  losses  of  income  not  covered  by  the  EEC  com- 
pensation payments.   It  has  been  estimated  that  this  will  involve  additional 
expenditures  of  $37.5  million  to  $75  million  for  1967  and  $75  million  each  for 
1968  and  1969. 

Table  7  presents  a  forecast  of  expenditures  in  support  of  German  agricul- 
ture from  both  German  and  EEC  sources.   There  are  some  questionable  assumptions 
which  have  been  made  in  compiling  this  table:   First,  the  Green  Plan  figure  of 
$625  million  for  each  year,  1965  to  1969,  does  not  include  all  visible  expen- 
ditures by  the  Federal  Government  in  regular  programs  for  those  years.  An  indi- 
cation of  this  is  that  in  1964  when  the  Green  Plan  budget  amounted  to  $614  mil- 
lion, the  visible  expenditures  of  the  Federal  Government  for  agriculture  were 
on  the  order  of  $807  million.   Therefore,  the  existence  of  many  programs  out- 
side the  Green  Plan  would  raise  the  figure  of  $625  million  in  table  6  by  a 
considerable  amount.   Second,  the  tax  breaks  given  to  the  agricultural  pro- 
ducer and  the  Laender  expenditures  on  agriculture,  for  want  of  any  information 
whatsoever  concerning  their  magnitudes  in  the  future,  have  been  assumed  to  re- 
main constant  at  the  1964  level.   Probably  they  will  increase  in  the  1965-69 
period  also.   Third,  these  figures  contain  no  estimate  of  expenditures  by  the 
EAGGF  in  Germany,  except  for  the  special  expenditures  on  income  compensation. 
It  is  virtually  impossible  at  this  time  to  forecast  these  expenditures.   They 
have  been  very  small  in  the  past,  but  will  undoubtedly  increase  in  the  future. 
Taking  these  three  assumptions  into  account  ,  it  can  be  concluded  that  table 
is  an  underestimation  of  total  expenditures  in  support  of  German  agriculture. 
Nevertheless,  it  does  offer  an  approximation  of  the  magnitudes  involved,  there- 
by making  possible  the  analysis  of  the  Fund's  role  in  German  agriculture. 

For  the  next  5  years  there  is  little  prospect  of  a  cutback  in  German  ex- 
penditures on  agriculture;  and  unless  the  structural  improvements  prove  to  have 
a  quick  impact  on  agricultural  productivity  and  farm  incomes,  there  is  little 
prospect  of  cutbacks  even  10  years  from  now.   Once  programs  as  contained  in  the 
Law  to  Promote  Integration  of  German  Agriculture  in  the  EEC  are  passed,  even 
with  a  termination  date  explicitly  given,  there  is  little  chance  that  the  ter- 
mination will  become  effective  without  at  least  the  substitution  of  some  other 
form  of  aid,  perhaps  under  another  name. 


,33/  Agra-Europe,  No.  123,  July  14,  1965,  pp.  EN/6-7. 
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Role  of  the  Fund  in  German  Agricultural  Expenditures 

The  role  of  the  Fund  in  German  agriculture  can  be  examined  by  comparing 
the  financial  magnitude  of  Fund  expenditures  in  support  of  German  agriculture 
with  the  magnitude  of  total  expenditures,  German  and  EEC,  for  the  same  purpose. 
Reference  to  both  tables  5  and  6  provide  the  statistics  for  the  comparison. 
For  the  years  1962/63  and  1963/64,  Fund  expenditures  amounted  to  less  than  1 
percent  of  total  expenditures.   Because  statistics  are  not  available,  similar 
calculations  for  the  years  1964/65-1969/70  cannot  be  made.   However,  the  first 
income  compensation  payment  from  the  Fund  to  German  agriculture  will  be  made  in 
1967/68.   Using  table  7  for  reference,  these  payments  will  amount  to  only  3 
percent  to  8  percent  of  total  expenditures  for  the  years  1967/68-1969/70.   This 
calculation  does  not  include  inflow  from  regular  Fund  expenditures;  but  even  if 
these  were  to  raise  the  total  to  20  percent,  which 'is  unlikely,  Fund  expendi- 
tures still  would  not  represent  the  greater  portion  of  total  expenditures. 

Even  if  Fund  expenditures  in  all  Member  States  amounted  to  $2,000  million 
by  1970,  of  which  the  greater  portion  would  certainly  not  be  paid  to  German 
agriculture,  Fund  expenditures  in  Germany  would  be  exceeded  greatly  by  German 
Federal  and  Laender  expenditures.   Although  the  goal  of  the  Fund  is  to  provide 
financial  support  for  the  Common  Agricultural  Policy  which,  under  a  suprana- 
tional system,  would  replace  national  programs  of  agricultural  support,  the 
expenditure  comparison  indicates  there  is  little  hope  for  such  developments 
even  when  the  final  stage  of  the  EEC  has  been  achieved. 


Table  7. --Forecast  of  agricultural  expenditures  in  Germany  from  Government  and  EEC  sources,  1965-69 


Sources 

1965    : 

1966   : 

1967    : 

1968   : 

1969 

wernments 

Mill 

ion  dollars- 

920.0 
257.5 
625.0 
37.5 
416.3 
205.3 

German  Federal  and  Laender  Gc 

835.0 
210.0 
625.0 

416.3 
205.3 

882.5 
257.5 
625.0 

416.3 
205.3 

957.5 
257.5 
625.0 
75.0 
416.3 
205.3 

957.5 

"Settlement  of  Accounts". 

257.5 

625.0 
75.0 

to 

Germany 

416.3 
205.3 

EEC  Fund  income  compensation 

1,456.6 

1,504.1 

1,541.6 
140.0 

1,579.1 
93.5 

1,579.1 
46.8 

Grand  total. 


EEC  fund  income  compensation  as 
percentage  of  grand  total 


1,456.6 


1,504.1 


1,681.6 
-Percent-- 


1,672.6 


8.3 


5.6 


1,625.9 


2.9 


1/     Assumed  constant  from  1964  level  for  purposes  of  this  table. 

Source:   Agra-Europe,  as  reported  in  USDA  Foreign  Agricultural  Service  dispatch  from  Bonn,  AGR-11, 
July  21,  1965.   Agriculture  Abroad,  Canadian  Dept.  of  Agriculture,  Ottawa,  Apr.  1965. 
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